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ABUSIVE PATENT LITIGATION: THE IMPACT 
ON AMERICAN INNOVATION AND JOBS, AND 
POTENTIAL SOLUTIONS 


THURSDAY, MARCH 14, 2013 

House of Representatives 

Subcommittee on Courts, Intellectual Property, 
AND THE Internet 

Committee on the Judiciary 

Washington, DC. 


The Subcommittee met, pursuant to call, at 11:36 a.m., in room 
2141, Rayburn Office Building, the Honorable Howard Coble 
(Chairman of the Subcommittee) presiding. 

Present: Representatives Coble, Marino, Goodlatte, Chabot, Issa, 
Poe, Chaffetz, Amodei, Farenthold, Collins, DeSantis, Rothfus, 
Watt, Conyers, Johnson, Chu, Deutch, Bass, Richmond, DelBene, 
Jeffries, Nadler, Lofgren, and Jackson Lee. 

Staff Present: (Majority) Vishal Amin, Counsel; Olivia Lee, Clerk; 
and (Minority) Stephanie Moore, Minority Counsel. 

Mr. Coble. The Subcommittee will come to order. Without objec- 
tion, the Chair is authorized to declare recesses of the Sub- 
committee at any time. 

We welcome all of our witnesses and others in the audience 
today. 

Let me go off the record for a moment. 

[Pause.] 

Mr. Coble. Good morning, again. And as Yogi Berra once said, 
it is deja vu all over again. 

Although the ink from the American Inventors Act of 2011 is still 
setting, the first topic for our Subcommittee in the 113th Congress 
is patent litigation. 

In 1999, the American Inventors Protection Act dealt with sub- 
marine patents, and although the recently enacted landmark legis- 
lation, Leahy-Smith America Invents Act, is in the process of over- 
hauling our patent system, frivolous patent litigation continues to 
stifle innovation and job creation. 

Patent assertion entities, or patent trolls, appear to be at the 
root of many problems. The Leahy-Smith America Invents Act of 
2011 reestablished the U.S. system as a global standard. The U.S. 
Patent and Trademark Office has been working diligently for the 
past 18 months implementing many of AIA’s provisions, and we 
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probably will not fully realize its innovative benefits and related 
job growth until this implementation process has run its course. 

That being said, the AIA has not resolved all of the drag created 
by frivolous patent lawsuits. It is my belief that a number of pat- 
ents that have been issued or are currently being reviewed under 
the old system have enabled patent trolls to game the system. 

Patent trolls have also sought out weak or overbroad patents to 
foster more litigation. To ensure that the American economy does 
not suffer due to the legal gamesmanship that is currently taking 
place, it is important for us to consider ways to remedy the situa- 
tion. 

There are many ideas out there to deal with various aspects of 
abusive patent litigation. One idea is the SHIELD Act which would 
allow fee shifting in certain patent cases to the prevailing party 
who asserts invalidity or no infringement of the patent. 

Although another idea deals with patent discovery abuse, that 
would limit discovery to court documents and require the party 
seeking initial discovery to bear the cost. 

Another idea deals with providing stays of action against a non- 
manufacturing party in patent cases. 

Apart from the legislative process, there may also be ways that 
our courts, the U.S. Patent and Trademark Office, and litigants can 
help remedy the patent troll phenomenon. All options should be on 
the table, it seems to me, for consideration. 

Another tangential issue that is not a priority for today’s hear- 
ing, but I am concerned, is the result of patent litigation deals with 
federally mandated services. These services transmit the caller’s lo- 
cation alongside the 911 call and PAEs or patent trolls have found 
secure, wireless technology to be fertile ground. This is unfortunate 
and could seriously undermine public safety. 

Needless to say, we have an excellent panel for today’s hearing, 
with far more insightful and enlightening testimony on how we can 
curtail abusive patent litigation in America. 

At this juncture, I am going to reserve the balance of my time 
and recognize the Ranking Member, the distinguished gentleman 
from North Carolina. 

But first of all, Mel, if you will, let me swear in the witnesses, 
if you would. 

Each of the witness’s written statements will be entered into the 
record in its entirety. 

I ask that each witness summarize his or her testimony in 5 
minutes or less, if possible. You will not be keelhauled if you vio- 
late that, but we would like for you to stay within the 5-minute 
rule, if possible. 

To help you stay within that time, there is a shining light on 
your table. When the light switches from green to yellow, you have 
will have 1 minute to conclude your testimony. When the light 
turns red, it signals the witness’s 5 minutes have expired. 

I will begin by swearing in our witnesses before introducing 
them. 

If you would, please, all rise? 

[Witnesses sworn.] 

Mr. Coble. Let the record reflect that the witnesses answered in 
the affirmative. 
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We appreciate it. You may be seated. It is good to have you with 
us. 

Now, I am pleased to recognize the distinguished gentleman from 
North Carolina, Mr. Mel Watt, for his opening statement. 

Mr. Watt. Thank you. Chairman Coble. 

And of course, this is our first opportunity to congratulate you 
publicly on your Chairmanship and note how pleased I am that two 
North Carolinians sit at the leadership of this important Sub- 
committee. I also am looking forward to working with Vice Chair- 
man Marino. 

I also want to acknowledge that one of our 

Mr. Coble. If you will suspend for a minute, Mel? I am sorry, 
Mel. 

When I depart, the gentleman from Pennsylvania will assume 
the Chair. 

Mr. Watt. 

Mr. Watt. Also, I want to recognize that one of our witnesses 
today is from one of our North Carolina constituent companies, 
SAS, which was very helpful to us during the debate leading up to 
the passage of the patent reform legislation in incorporating the 
joinder provisions that were designed to address some of the issues 
we continue to examine today. 

“Critics of the patent system, including many high-tech and soft- 
ware companies, believe that trolls contribute to the proliferation 
of poor quality patents. Ultimately, these critics assert trolls force 
manufacturers to divert their resources from productive endeavors 
to combat bogus infringement suits. Other companies and individ- 
uals argue that licensing is a standard and time-honored compo- 
nent of the patent system. They also assert that some proposals to 
change certain provisions in the Patent Act will disadvantage many 
legitimate companies, vendors, and universities.” 

If this characterization of the debate resonates, it is with good 
reason. Those were the words of then-Chairman Smith at a hearing 
of the Subcommittee entitled, “Patent Trolls: Fact or Fiction?” June 
15, 2006. 

Then-Ranking Member Howard Berman made a statement at 
that time, at the same 2006 hearing, that still resonates today, at 
least with me. He said, “Perhaps the place to start at this hearing 
is not the question of whether patent trolls are fact or fiction, but 
rather the definitional question of what is a patent troll.” 

Almost 7 years later, some things have changed and some things 
have remained the same. There is widespread acknowledgment 
that so-called patent trolls or patent assertion entities do exist and 
that they impose a substantial cost on innovation for the companies 
caught in their crosshairs by engaging in litigation strategies that 
game the system. 

Much has been done to address these abusive practices. In 2006, 
the Supreme Court, in eBay v. MercExchange, arguably made it de- 
cisively more difficult for patent assertion entities to obtain injunc- 
tions against infringing products where money damages were suffi- 
cient to remedy the infringement. 

This arguably made litigation in Federal court for the purposes 
of extracting unwanted settlements less attractive, at least in so 
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far as it thwarted or frustrated the ability of companies to continue 
to produce the product in question. 

The Federal Circuit has increasingly issued orders of mandamus 
to address venue abuse, disrupting the tactic of forum shopping 
and the dubious joinder of defendants with tenuous connections to 
the claim. 

The America Invents Act also sought to curtail the practice of 
joining unrelated defendants who, based on entirely different acts, 
are accused of infringing the same patent. 

The America Invents Act also gave the Patent and Trademark 
Office additional tools to enhance patent quality. Of note are the 
post-grant review procedures that will allow early challengers to 
weed out poor quality patents. 

The PTO has also embarked upon a process to aid in deciphering 
ownership. This real party in interest proposal will require patent 
applicants to disclose and update real parties in interest informa- 
tion, including transfer of ownership throughout patent prosecu- 
tion. This will add transparency to the process and enable patent 
users to identify whether and from whom they should seek to li- 
cense. 

This will also undercut the ploy of hiding ownership until in- 
fringement occurs when then suing to enforce the patent. 

So 6 years since the patent troll hearing, much has been done 
that acknowledges and tackles certain behaviors that must be dis- 
couraged. But acknowledgment of the problem does not expose its 
magnitude, or enlighten us on the specific entities that are at the 
root of the problem. 

This definitional problem, highlighted by Mr. Berman years ago, 
was recently echoed by Federal Court Judge Randall Rader in a re- 
cent speech, when he said that a patent troll can be “anybody who 
asserts a patent far beyond the value of its contribution to the art.” 

He went on to say, “That means any institution can be a troll.” 

Nor has the marketplace helped in streamlining our task. Late 
last year, a group of 12 high-profile companies together with a 
much-maligned patent troll purchased Kodak patents for over $500 
million, saving it from bankruptcy. News reports indicate that the 
patent troll will retain ownership of the patents. 

Under the deal, the 12 companies will be immune from suit on 
those patents for which they were alleged infringers at the time of 
the purchase. The purchase undoubtedly saved thousands of jobs 
and it insulates innovative companies from what would have been 
viewed as normal litigation had Kodak been able to survive without 
the sale to press its claims. 

But it also enables a non-practicing entity to pursue litigation 
against other infringers on patents duly acquired from Kodak. 

The GAO response to the mandate in the America Invents Act, 
that it study patent troll litigation, underscores the problem of de- 
fining both the entities and activities that ought to be scrutinized. 

Although the GAO study has yet to be released, and they con- 
tinue to work to meet the mandate, they initially questioned the 
existence of reliable data or reliable methods to identify trolls. 
When anyone can be a troll, the task of Congress to craft legisla- 
tion targeting only trolls becomes elusive. 
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Proposals have emerged to target specific entities, like the 
SHIELD Act. Others aim at specific phases of litigation, like e-dis- 
covery. Others directly challenge patentability altogether, specifi- 
cally they call to eliminate or restrict software patents. And one 
proposes to give judges greater latitude to impose attorneys’ fees or 
other sanctions hy lowering the exceptional case standard under 
current law. 

While I believe that there is abuse in patent litigation, particu- 
larly in suits against downstream users, we should be cautious in 
considering remedies that focus on disincentivizing poorly defined 
entities without examining the collateral effects on the system as 
a whole. 

Moreover, I am concerned that an insular view that only seeks 
to deter one class of conduct without examining the incentives that 
may unintentionally be provided to others is wrongheaded and may 
result in today’s prey becoming tomorrow’s predators. 

Erecting overly broad barriers to enforcing patents could lead to 
infringers having little or no incentive to respect the patent owner, 
which would, in turn, destabilize the marketplace and devalue pat- 
ents. 

In a letter to the Subcommittee, which I offer for the record, re- 
nowned civil rights procedure and Eederal courts expert. Professor 
Arthur Miller, reminds us that, “Erom its inception, the U.S. sys- 
tem was designed to encourage people to buy and sell patents, be- 
cause doing so enabled the ordinary worker or inventor that didn’t 
have capital to commercialize his or her own discoveries to still 
participate in the economic upside of inventing and publishing 
those inventions.” This ability to license patent rights turned in- 
venting into a career path for thousands of people — but technically 
creative citizens. 

As we continue to examine the competing data and explore pos- 
sible solutions, I hope that we will do so with all that background 
in mind. While we should seek meaningful reforms, I believe that 
measures that would up-end or create more uncertainty and litiga- 
tion about definitions in other parts of the judicial system are ill- 
advised. 

I thank the Chairman for his indulgence, and I yield back, and 
look forward to listening to the witnesses. 

Mr. Coble. I thank the gentleman. 

The Chair recognizes the distinguished Ranking Member of the 
full Committee, the gentleman from Michigan, Mr. Conyers. 

Mr. Conyers. Thank you. Chairman Coble. 

I come here with a couple problems, and I apologize to this dis- 
tinguished group of witnesses that have to listen to us first. And 
then after you are thoroughly exhausted, we listen to you. 

But I do want to commend you. Chairman. We have a pretty 
even distribution of the witnesses here. We have two people with 
us that have some reluctance about the SHIELD Act and patent 
assertion entities. 

But let me get to the heart of the matter, as far as I am con- 
cerned. 

We have a measure before us that the plaintiff pays and the de- 
fendant, who might be the alleged patent infringer, pays nothing, 
and this is disturbing. 
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We have a situation in which, in this kind of system, the corpora- 
tions can pressure injured parties into settlements, because the 
dangers are so much greater for a small business. And I hope we 
have some discussion about that. 

In my view, so far, the law already provides a balanced approach 
to fee shifting. And to the extent the bill is designed to protect 
against meritless claims of patent infringement, I suspect that the 
tools to deal with this already exist. 

So I am going to listen carefully, but, if in the course of your 
presentation or discussion that we will share with each other, I 
want to try to find out if most of you agree with me that current 
patent law already allows a judge to award attorney fees for 
meritless cases, patent law allows that a court may award reason- 
able attorney fees for the prevailing party in exceptional cases. 

And most of all, why can’t we fix this problem by improving pat- 
ent quality and notice of patent ownership? What is the big deal? 

The America Invents Act directed the GAO to study the con- 
sequences of this kind of litigation and will soon make rec- 
ommendations. And so we look forward to reviewing these findings. 

The final rules of the America Invents Act were implemented 
last September, and I think they will help address this abusive be- 
havior. So we should work with PTO, all of us, to require better 
notice requirements of patent ownership to enable folks to avoid in- 
fringement. 

This Congress can make sure that, going forward, the Patent and 
Trademark Office retains its fees, all of its fees, to hire more patent 
examiners to allow them to find all of the relevant prior art for 
every patent application. 

So I am happy to join you. I invite your best thinking on this 
subject, and I thank the Chairman for allowing me this time and 
return the balance of it. 

Mr. Marino [presiding]. Thank you, Mr. Conyers. 

The Chair now recognizes the Chairman of the full Judiciary 
Committee, Congressman Goodlatte. 

Mr. Goodlatte. Thank you, Mr. Chairman. 

During the last Congress, we passed the America Invents Act. 
That bill was the most significant reform to our patent system in 
my lifetime. The AIA modernizes our patent system and sets it on 
the right path for decades to come. 

The AIA included a number of provisions that went directly to 
addressing the issues surrounding patent quality. The PTO has 
new programs in place to ensure higher quality patents that can 
stand up to review, setting the bar higher so that quality control 
starts on the front end rather than relying on the Federal court 
system to fix problems. 

The U.S. patent system is designed to be fair, meeting our inter- 
national obligations and not discriminating against any field of 
technology. 

The strength of the U.S. patent system relies on the granting of 
strong patents, ones that are truly novel and nonobvious inven- 
tions, those that are true innovations and not the product of legal 
gamesmanship . 

An example of a positive retrospective provision from the AIA is 
the work being done to implement a transitional program to correct 



7 


the egregious errors made in the granting of a wide range of busi- 
ness method patents. 

This program will provide the PTO with a fast, precise vehicle 
to review low-quality business method patents, which the Supreme 
Court has acknowledged are often abstract and overly broad. This 
program will make our patent system stronger and better, and it 
may even make sense to make it permanent in the future and ex- 
pand its applicability to other nontechnological patents. 

While the AIA paved the way for higher quality patents on the 
front end, there were a few issues that were left on the cutting 
room floor during the last Congress that could help go more di- 
rectly to the immediate issues surrounding patent assertion enti- 
ties, or patent trolls. 

Abusive patent litigation is a drag on our economy. Everyone 
from independent inventors to startups to mid- and large-sized 
businesses face this constant threat. 

The tens of billions of dollars spent on settlements and litigation 
expenses associated with abusive patent suits truly represent wast- 
ed capital, wasted capital that could have been used to create new 
jobs, fund R&D, and create new innovations and technologies that 
would promote the progress of science and useful arts. 

Nonpracticing entities are those that hold patents, but do not 
practice or produce an actual product based on those patents. The 
term “NPE” covers everything from universities to high-technology 
companies that focus on R&D, but monetize their research through 
legitimate licensing. 

But within that universe, there are a specific subset of entities, 
PAEs, which oftentimes acquire weak or poorly granted patents 
and proceed to send blanket demand letters, or file numerous pat- 
ent infringement lawsuits against American businesses with the 
hopes of securing a quick payday. 

Many of these PAEs file lawsuits against small- and medium-size 
businesses, targeting a settlement just under what it would cost for 
litigation, knowing that these businesses will want to avoid costly 
litigation and probably pay up. 

PAE lawsuits claim ownership over basic ideas, such as sending 
a photocopy to email, podcasting aggregated news articles, offering 
free Wi-Fi in your shop, or using a shopping cart on your Web site. 

Something is terribly wrong here. The patent system was never 
intended to be a playground for trial lawyers and frivolous claims. 
We need to work on reforms to discourage frivolous patent litiga- 
tion and keep U.S. patent laws up-to-date. 

Abusive patent troll litigation strikes at the very heart of Amer- 
ican innovation and job creation, and that is why Congress, the 
Federal courts, and the PTO should continue to take the necessary 
steps to ensure that the patent system lives up to its constitutional 
underpinnings. 

I look forward to hearing from all of our witnesses on the issue 
of abusive patent litigation and potential solutions to this growing 
problem in order to ensure that we continue to promote American 
ingenuity, innovation, and jobs. 

Thank you, Mr. Chairman. 

Mr. Marino. Thank you. Chairman. 
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Initially, I am going to introduce each of our witnesses. I want 
to thank you for being here today. Once you are introduced, then 
you will have up to 5 minutes to make an opening statement. You 
do not have to take 5 minutes, and I reserve the right to determine 
whether I will use the keelhauling if one goes over 5 minutes, par- 
ticularly with us up here. 

So to begin with, our first witness today is Mr. Mark Chandler, 
Senior Vice President, General Counsel, and Secretary of Cisco 
Systems, Inc. Mr. Chandler leads a team of 250 professionals and 
has served in that role since 2001. Prior to his current position, he 
was the company’s managing attorney for the Middle East and Af- 
rican region, based in Paris. Mr. Chandler joined Cisco in 1996, 
when the company acquired StrataCom, where he served as Gen- 
eral Counsel. Mr. Chandler received his bachelor degree in econom- 
ics from Harvard College and his law degree from Stanford Law 
School. 

Welcome, Mr. Chandler. 

Mr. Chandler. Thank you, Mr. Chairman, Ranking Member 
Watt, Chairman Goodlatte. 

Mr. Marino. I am to go through and introduce everyone. 

Our second witness is Ms. Janet Dhillon, Executive Vice Presi- 
dent, General Counsel, and Secretary for JCPenney, Inc. Prior to 
joining JCPenney in February 2009, she served for 5 years at U.S. 
Airways as Senior Vice President and General Counsel. In that 
role, she directed the airline’s corporate governance and legal af- 
fairs, including litigation, commercial transaction, and regulatory 
matters. Ms. Dhillon received her J.D. from UCLA Law School and 
her bachelor’s degree from Occidental College, graduating magna 
cum laude. 

Our third witness is Mr. Boswell, Senior Vice President, Chief 
Legal Officer, and Corporate Secretary of SAS, pronounced “sass,” 
Institute, where he manages a group of 40 attorneys and 220 staff 
members globally. He joined SAS in 1991 as a Senior Marketing 
Counsel, where he authored many of the company’s standard li- 
cense agreements. Mr. Boswell’s prior experience includes serving 
as President of Vista Development, a software company, and Gen- 
eral Counsel and Secretary for Raima, another software company. 
Mr. Boswell attended the University of South Carolina at Colum- 
bia, where he received both his law degree and bachelor’s degree 
in philosophy. 

Our fourth witness is Mr. Graham Gerst, partner at the Global 
IP Law Group, where he specializes in patents including sales, li- 
censing, and litigation. Before joining Global IP Law Group in 
2009, he served as Senior Counsel to the Deputy Attorney General 
at the Department of Justice, handling technology-related security 
matters, international IP enforcement, and computer forensics. He 
also served as Special Assistant U.S. Attorney and as Deputy U.S. 
Coordinator for International IP Enforcement. Prior to that, Mr. 
Gerst spent 9 years as partner at Kirkland and Ellis, specializing 
in patent litigation. Mr. Gerst received his — good point, Mr. Nadler. 

Okay, I think we got it. Thank you. 

Mr. Gerst spent 9 years as partner at Kirkland and Ellis, special- 
izing in patent litigation. Mr. Gerst received his J.D., cum laude. 
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from the University of Chicago Law School and bachelor’s degree, 
cum laude and with honors, from Williams College. 

Our fifth witness is Mr. Philip Johnson, Senior Vice President 
and Chief Intellectual Property Counsel at Johnson & Johnson, 
where he manages a group of 100 patent attorneys in the United 
States and in Europe. Prior to joining Johnson & Johnson in Janu- 
ary 2000, he worked in the private sector for 27 years. Mr. Johnson 
also served as trial counsel in more than 100 patent cases, with 
more than 50 cases resulting in reported decisions in the Federal 
District Courts. Mr. Johnson received his bachelor of science de- 
gree, cum laude, from Bucknell University and his law degree from 
Harvard Law School. 

Last but not least, our sixth witness and final witness is Mr. 
Dana Rao, Vice President and Associate General Counsel for Intel- 
lectual Property and Litigation for Adobe Systems. Prior to joining 
Adobe, he served as Associate General Counsel of Intellectual Prop- 
erty at Microsoft for 11 years. Mr. Rao received his BSEE, bachelor 
of science in electrical engineering, degree from Villanova Univer- 
sity and his J.D. from George Washington University Law School. 
Mr. Rao also worked as an engineer at GE Astro Space before at- 
tending law school. 

I want to welcome you all and thank you for being here. And we 
will begin with no more than 5 minutes with Mr. Chandler. 

Thank you. 

TESTIMONY OF MARK CHANDLER, SENIOR VICE PRESIDENT 
AND GENERAL COUNSEL, CISCO SYSTEMS, INC. 

Mr. Chandler. Mr. Chairman, Ranking Member Watt, Chair- 
man Goodlatte, Members of the Subcommittee, I apologize for my 
jumping the gun, but I am eager to testify before you today about 
abusive patent litigation. 

Mr. Marino. That is quite all right. I think I led you on there 
for a moment, so I apologize. 

Mr. Chandler. This Subcommittee and the Judiciary Committee 
as a whole have consistently shown leadership on a bipartisan 
basis in addressing problems in the patent system, and for that, we 
are grateful. 

I have testified previously on the economically destructive nature 
of certain aspects of patent litigation. In fact, since the first time 
I testified on this issue in 2006, Cisco has spent a third of a billion 
dollars in legal fees alone related to this type of litigation. 

This problem has now spread to my customers and partners, re- 
tailers like JCPenney, as well as small businesses, hospitals, auto 
companies, the telecom companies that use our equipment. In 
short, this problem has now spread from Silicon Valley to Main 
Street. 

I am here today in support of three legislative changes: first, pas- 
sage of the SHIELD Act or other means to discourage the proce- 
dural abuses that feed this litigation; second, completing a tech- 
nical fix to the post-grant opposition provision that was in the AIA; 
and third, slowing down patent assertion entity, or PAE, use of the 
International Trade Commission as another shakedown mecha- 


nism. 
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As general counsel of Cisco, I am responsible both for intellectual 
property and for litigation for the world’s largest manufacturer of 
telecom equipment. This year, we expect to receive our ten-thou- 
sandth U.S. patent, a reflection of our long-term investment in 
telecom innovation, and our commitment to a strong patent system. 

However, despite spending over $6 billion per year on R&D, em- 
ploying over 20,000 engineers in the U.S., we currently spend more 
than $50 million a year on legal fees, fighting about 50 PAE litiga- 
tions, a phenomenon that did not exist for us a decade ago. We 
have virtually no patent litigation with companies that make prod- 
ucts. 

In one current matter, a PAE, which bought nearly expired pat- 
ents from a large chip manufacturer, has targeted 13,000 entities, 
including small businesses, retirement homes, children’s health 
clinics, restaurants, which happen to offer Wi-Ei to their customers 
using equipment supplied by Netgear, Motorola, my company, and 
others. 

Tellingly, much of that equipment is already licensed, because 
they include chips costing just a few dollars apiece that are made 
by licensed manufacturers. 

This PAE tells these targets, however, that unless they pay up 
$2,000 or $3,000 per location within 2 weeks, they will be sued and 
have to engage counsel to review thousands of pages of documents. 

While we are pursuing our rights against this PAE in court, this 
case is just a symptom, sort of like lab mice running through a 
maze and — actually, I wanted to say “rats”, but my staff asked me 
to soften it — like lab mice running through a maze because there 
is food at the end, PAEs simply follow the incentives in their eco- 
systems. It is up to Congress to redesign the maze to remove the 
incentive for antisocial behavior, so that patents are used to defend 
actual markets for real products. 

Eirst, we need to fix the cost asymmetry by making PAEs pay 
when they bring litigation on weak patents and drive costs up by 
abusing discovery or using procedural games. The SHIELD Act 
starts us down that road, and we command you. Congressman 
Chaffetz, and also Congressman DeEazio, for your efforts in that 
regard. 

Eor instance, PAEs would be more likely to voluntarily stay their 
patent litigation if the patent office has found cause to commence 
a reexam if they are the ones who face both sides’ costs for fruitless 
litigation if the patents are invalidated. 

Now that the AIA has speeded up the time for reexams, there is 
no excuse for refusing such a stay. 

Second, many asserted PAE patents are weak, either because 
they are invalid or cover very narrow inventions. PAEs ultimately 
lose 92 percent of the time of the court, versus 60 percent for other 
plaintiffs. 

The AIA, as passed for this by this Committee, included a new 
procedure to challenge weak patents when they are first issued. 
But somehow the language changed to raise an unreasonable estop- 
pel bar to those challenges before it was voted on the floor. Con- 
gress should fix what leaders in both chambers have called a scriv- 
ener’s error. 
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Third, many PAEs now use the ITC as an additional shakedown 
forum. The ITC’s mission is to protect U.S. industries and univer- 
sities by excluding foreign knockoffs. PAEs use the ITC as leverage 
for larger settlements. 

Face it, they do not want an injunction; they do not make a prod- 
uct. They just want the money. 

We recently spent $13 million defending ourselves in the ITC 
against a Canadian PAE called MOSAID, using a patent originally 
created in Israel, but trying to keep our products out of the United 
States, which the ITC judge ultimately called out for its “wrong- 
doing” for improperly trying to concoct a domestic industry. 

Finally, we need more clarity on how damages should be cal- 
culated, as uncertain damage awards are one of the biggest incen- 
tives for patent profiteering. We applaud Chief Judge Rader, Judge 
Posner, and others’ efforts to focus damage calculations on the 
value of the invention itself, rather than on systems which use the 
inventions. 

In conclusion, the $50 million my company spends annually on 
patent litigation does not grow on trees. To meet my budget, I have 
reduced the number of new patent filings we make each year from 
1,000 to 700, in order to fund the litigation. 

This isn’t a trade-off American industry should face. We ask for 
your help in having the patent system operate as it did for over 
200 years before being transformed by 21st-century financial opera- 
tors into a casino unrelated to innovation. 

Thank you. 

[The prepared statement of Mr. Chandler follows:] 
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Prepared Statement of Mark Chandler 
Mr. Chairman and distinguished members of the Subcommittee, thank you 
for the opportunity to testify on patent litigation. This Subcommittee has 
consistently shown leadership in addressing the problems of the patent system. 
Thanks to the diligent work of Chairman Goodlatte, former Chairman Smith, 
Chairman Coble, Ranking Members Conyers and Watt, as well as Representative 
Lofgren, the America Invents Act (“A!A”] was passed in 2011. This was an 
important step toward improving our country's patent system to better serve 
innovation and the growth of our economy, 

I have testified before this Committee on this topic in the past. My views are 
weil known to the Committee on the economically destructive nature of certain 
aspects of our patent litigation system. I am here today, however, because this 
problem has spread to my customers and partners - small business owners, retailers 
like JC Penney, as well as large enterprises like auto companies and the telecom 
companies that use our equipment. In short, this problem now has spread from 
Silicon Valley to Main Street. 

We support four legislative changes to have the patent system operate as it 
did for over two hundred years before being transformed by 21« century profiteers 
into a casino unrelated to innovation: Passage of tlie SHIELD act or similar 
legislation; completing a technical fix to the post-grant opposition provision passed 
by the AlA; stemming the PAEs' use of the International T rade Commission as 
another shakedown mechanism; and amending the reach of prior user rights to 
ensure that American businesses are not at a disadvantage internationally. 
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We also advocate continued focus by the courts to rationalize patent 
damages calculations and rein in excessive damages awards, which are perhaps the 
biggest incentive to patent profiteering; and by the PTO to modify their examination 
procedures to increase claim clarity and limit functional claiming abuses, 

I. Introduction 

I am Senior Vice President and Genera! Counsel of Cisco Systems. My 
responsibilities include both intellectual property and litigation for the world’s 
largest manufacturer of the telecommunications equipment that powers the 
Internet. We employ over 36,000 people in the United States and spend over .$6 
billion annually on research and development. This year we expect to reach the 
milestone of 10,000 issued U.S. patents, a reflection of our long term investment in 
telecommunications innovation and our commitment to a strong and balanced 
patent system. Our portfolio is regularly recognized as the strongest in the 
telecommunications industry. 

Our ability to innovate and invest in the future, however, is being hindered 
by PAE litigation, the scale of which we have never seen in our company’s history. 
We currently spend more than fiffy million dollars per year on outside lawyers 
fighting about 50 PAE lawsuits, making up virtually my entire litigation docket. In 
2000, we had none. These millions could otherwise be spent on our own innovation 
and patent filings. In fact, to meet my legal department budget requirements, I have 
reduced funding for new patent applications in order to fund this litigation. That is 
not the trade-off American industry should face. 
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I would like to share with you one specific example of abusive patent 
litigation that illustrates the impact of PAEs not just on Cisco, but on an entirely new 
swath of American industries, since the passage of the AIA. 

This particular PAE was formed solely to acquire a set of patents that had 
been assigned and reassigned to and from several suppliers of telecommunications 
equipment. The PAE's plan was to assert the patents against users of equipment 
that provide a form of wireless Internet access commonly known as "Wi-Fi." By the 
time the patents were assigned to the PAE, however, the patents had already been 
broadly cross-licensed to competitors and were nearing the end of their patent 
terms. Additionally, the prior owners had made binding contractual commitments 
to license all comers on fair and reasonable terms. 

This PAE produces no goods and services and performs no research and 
development. Its sole goal is to use its patents to threaten and extract money from 
American businesses. Its targets - it has sent over 13,000 letters threatening 
litigation - often are non-profits, local and state governments, and small and 
medium-sized businesses including retirement homes, children’s health clinics, 
coffee shops, cafes, restaurants, and convenience stores. These entities are targets 
because they [like almost every modern business] provide Wi-Fi on their premises, 
using equipment supplied by Cisco and other manufacturers. Some of this 
equipment is already licensed under the patents-in-suit because of broad licenses 
previou.sly granted by the previous owners. But the PAE doesn’t tell their targets 
this, or that the patents are subject to commitments to license on a reasonable and 
nondiscriminatory basis to all comers. Instead, the PAE tells these targets, who may 
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have spent as little as $40 on their wireless equipment, that, unless they pay at least 
$2,000 or $3,000 per location within two weeks, they will be sued and have to 
engage counsel to review thousands of pages of documents. These targets don't 
have the money or resources to engage counsel to fight the PAE’s claims, as even a 
small patent case can cost millions of dollars to defend.' When faced with paying 
millions in lawyer’s fees or settling for a few thousand, many companies choose the 
latter, regardless of the merits, 

II. Patent Litigation System Imbalances 

While we are pursuing our rights against this PAE in court, this is merely a 
symptom of systemic imbalances in our patent. Just as rats run through a maze 
when there is food at the end, PAEs simply respond to incentives built into their 
ecosystem. This is a maze that Congress needs to redesign so that patents are used 
to defend actual markets for real products, rather than for shakedown efforts. 

I'd like to highlight three key characteristics of this phenomenon. First, most 
patents asserted by PAEs are weak - either invalid or asserted against technologies 
far beyond the boundaries of what actually was invented. Indeed, of those few PAE 
cases that are ultimately decided in court, the PAEs lose 92% of the time, compared 
to 60% percent for other plaintiffs, ^ Many PAE business models assume that few 
lawsuits will proceed to final judgment, because for any given assertion it makes 
financial sense for a company to settle if they can do so for substantially le.ss than 

1 See, e.g., Sylvia Hsieh, More patent cases are being taken on contingency fee basis, 
Lawyers USA [Aug. 14, 2006) ("An average patent case will cost between $3 million 
and $10 million, and take two to three years to litigate."]. 

2 John R. Allison, et al, Patent Quality and Settlement Among Repeat Patent Litigants, 
99 GEO. L.J. 677, 694 (2011); see also Brian T, Yeh, Cong. Research Serv., R42668, An 
Overview OF THE "Patent Trolls" Debate 5 (2012). 
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the cost of defense. Thus, PAE are perversely incentivized to purchase, enforce, and 
extract smaller amounts of money from tens, hundreds, or even thousands of 
companies based on low quality patents. Yet even when a defendant ultimately 
prevails, its defense costs are almost never recovered. 

Second, PAEs have much to threaten and little to lose. While we believe in a 
system that fairly rewards innovation based on its contributed value, current 
damages calculation methodologies frequently lead to unreliable, uncertain, and 
speculative outcomes.s And the Supreme Court's eBay decision limiting PAEs’ 
ability to get injunctions in district court has driven PAEs to use the ITC as an 
additional shakedown forum. We recently spent $13 million defending ourselves in 
the !TC against a Canadian PAE called MOSAID using patents purchased from a 
failed Israeli company, only to have MOSAID dismiss its claims after the ITC judge 
called out its "wrongdoing” for improperly trying to manufacture a domestic 
industry. The pace of PAE litigation at the ITC - which was intended to protect 
American manufacturers from foreign knock-offs - has increased dramatically. In 
2006, there were only two PAE cases against eight respondents at the ITC; in 2011, 
there were 18 PAE cases against 155 respondents.'^ 

Third, patent litigation costs are high and asymmetrical - particularly in the 
discovery phase - and in PAE cases those costs are unequally borne by the 
defendant, who may have millions of pages of emails and documents covering the 

3 Brief of Amici Curiae in Support of Standards on Damages, Apple Inc. v. Motorola, 
Inc, Nos. 12-1548 &15-1549 (Fed. Cir.)(filed Dec. 4, 2012], at 1 ("[Cjurrent damages 
methodologies frequently lead to unreliable, uncertain, and speculative 
outcomes."}, 

^See RPX Research Patent Litigation Data (2006 - 2012] [attached as Appendix A). 
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various aspects of their accused businesses. In the ITC case I referred to, for 
example, Cisco produced over 3.5 million pages of documents, responded to 121 
interrogatories (five times the amount permissible in a district court case], and 
presented 22 of its personnel for depositions [more than double the number 
permitted in a district court case] over a period of 28 days, all within the expedited 
schedule applicable to ITC investigations, and before the ITC Judge made the finding 
of wrongdoing that caused MOSAID to withdraw its complaint. On the other hand, a 
PAE may have nothing more than a box of documents relating to its patent. Because 
so much is left to the jury in patent cases, and there are no clear standards for 
admissibility of evidence regarding potential invalidity, the deck is stacked against 
the defendant who manufactures products. 

PAEs such as Innovatio use this unfair bargaining position to pressure 
companies into paying settlements even if those companies are certain they are not 
infringing, ^ This is an unfair and unneeded tax on real companies, their customers, 
and ultimately the U.S. economy. 

We at Cisco are not the only company fighting these battles. In 2011, 5,570 
defendants were sued for patent infringement by PAEs, doubling just since 2009.^ 
The share of PAEs in all litigation went from 22% in 2007 to almost 40% in 2012.^ 


5 See Yeh, Cong. Research Serv. at 11, supra, at n.2. ("PAEs occupy highly 
advantageous bargaining positions, and their leverage over defendants has been 
attributed to an asymmetry of costs and risk that breaks down into three factors: 
high litigation costs and no way to dispose of weak suits early; the risk of potentially 
debilitating liability for defendants; and the lack of any major risk or disincentive for 
PAE plaintiffs to litigate."] 

s See RPX Research Patent Litigation Data, supra, at n.4. 

7 Sara Jeruss et al., The America Invents Act 500 - Effects of Patent Monetization 
Entities on US Litigation, 11 Duke L. &Tech. Rev. 357, 361 (2012]. 
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!n some sectors, such as electronics technology, the percentage is higher. Operating 
companies spent $29 billion in direct costs in just 2011 to defend against PAEs.® 
Over a 20-year period, PAE activity cost the economy "half a trillion dollars of lost 
wealth 5 

This is no longer a problem directed principally at technology companies. In 
addition to retailers, PAEs are now turning to small and medium-sized businesses, 
city and county governments, and charitable organizations - those least 
knowledgeable and who can lea.st afford to fight back - and subjecting them to 
abusive patent litigation. In one study of litigation from 2005 to 2011, companies 
with less than $100 million of revenue represented 82% of the targets of PAEs.'® 

On average these companies spent $1.75 million to defend these suits and $1.33 
million to .settle, " a very heavy burden on small companies. 

III. Proposed Legislative Solutions 

The AIA included important reforms that strengthened the USPTO, improved 
post-grant procedure.? for invalidating bad patents, and curtailed the abusive 
practice of suing multiple defendants in the same suit with no common nexus other 
than being accused of infringing the same patent. But the problem of abusive patent 


® James Bessen & Michael J. Meurer, The Direct Costs from NPE Disputes 18-19 
(Boston Univ. Sch, of Law Working Paper No. 12-34, 2012), available at 

MeurerM062512rev062812.pdf (last visited Mar. 4, 2013). 

® James Bessen et al.. The Private and Social Costs of Patent Trolls 2 (Boston Univ. 
Sch. of Law Working Paper No. 11-45, 2011], available at 

Ford-Meurer-no-1 1 -45rev.pdf (last visited Mar. 4, 2013). 

Bessen & Meurer at 11, supra, at n.8. 

11 Id. at 12. 
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litigation continues, 12 Indeed, in 2012, PAEs initiated 61% of all patent litigation in 
the U.S. 13 There is a pressing need for further reforms to strengthen and balance 
our patent system, to correct abusive litigation, and to improve overall patent 
quality. 

We support enactment of the bipartisan SHIELD Act, H.R. 845, sponsored by 
Representatives Peter DeFazio and Jason Chaffetz, or similar legislation that 
achieves the same goals. This measure provides the right balance by shifting the 
cost of unsuccessful PAE patent litigations back to the PAEs who bring them, while 
exempting individual inventors, universities, and operating companies who are 
protecting their research and development and have not developed patent assertion 
as their primary business focus. Entities whose business is licensing and litigating 
patents should be held to a higher standard when they lose. Litigation is their 
business and they should be held accountable when they get it wrong. After all, 
"[ujnlike most other patentee-plaintiffs, PAEs pursuing infringement suits ‘do not 
risk disruption to their core business’ because 'patent enforcement is their core 
business.”' 


12 See Yeh, Cong. Research Serv. at 1, supra, at n.2 (“The much-publicized 
proliferation of PAEs was among the central factors that prompted the AIA, but at 
the end of the day, Congress passed a few provisions arguably addressing PAEs 
while leaving several other PAE-related issues unresolved, apparently in light of 
lively debate over what, if anything, should be done about them."] (internal 
footnotes omitted). 

13 The number of PAE patent defendants dropped in 2012 to 4766 but was still 
above the figure of 2010, reflecting a spike in PAE filings in the days before the 
effective date of the AlA’s new joinder rules. See RPX Research Patent Litigation 
Data, supra, at n.4. 

i"! Yeh, Cong. Research Serv. at 1, supra, at n.2 (emphasis in original; internal 
citations omitted]. 
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Without such fee-shifting measures, PAEs will continue to assert low quality 
patents and be incentivized to drive up defense costs at the expense of court 
resources. For example, when a patent in suit has been accepted for reexamination 
by the PTO, the PAE will almost always object to a stay of the litigation pending 
completion of the reexamination, since it does not have to take responsibility for the 
defendant's litigation expenses. If the PAE refuses to stay litigation, there should be 
a cost penalty if the patents are ultimately invalidated. The SHIELD Act would help 
accomplish this goal, and now that the AlA has increased the speed of 
reexaminations, there is no good argument in opposition. The SHIELD Act could 
provide similar incentives to procedural transparency. 

Congress should also act to correct the estoppel language in the AIA’s post- 
grant opposition ("PGO") procedure that was created to enable companies to 
challenge low quality patents outside the courts, and we applaud Senator Leahy’s 
urging to do so promptly. Previous versions of the AIA bill consistently provided 

that estoppel under the new PGO procedure would be limited to claims "actually 
raised." However, after this Committee passed the bill and before it was voted on by 
the full House, a scrivener’s error changed the standard to the stricter "raised or 


15 See 158 Cong. Rec. S8517 [daily ed. Dec. 28, 201Z}(statement of Sen. Leahy] 
("Regrettably, the legislation passed today does not include one technical correction 
that would improve the law by restoring Congress's intent for the post-grant 
estoppel provision of the America Invents Act. Chairman Smith recently described 
certain language contained in that provision as an "inadvertent scrivener’s error.’ 

As written, it unintentionally creates a higher threshold of estoppel than was in the 
legislation that passed the Senate 95-S, or that was intended by the House, 
according to Chairman Smith's statement. I hope we will soon address this issue so 
that the law accurately reflects Congress's intent’’]. 


10 


22 


reasonably could have raised.”^'’ If left uncorrected, this error will unfortunately 
greatly limit the utility and use of the new procedure to fulfill its intended purpose 
of pruning or narrowing newly issued patents that are in fact invalid. Because of the 
broad range of issues available, a potential patent challenger will have to weigh very 
heavy risks to later civil litigation on the same patent.^^ 

The International Trade Commission is another forum in which recent PAE 
abuse warrants reform. Last summer Cisco’s Neal Rubin testified before this 
committee on the subject of abusive patent tactics in the !TC. As we described in 
more detail there, the ITC's mission is to use its exclusionary powers to protect U.S. 
industries and universities from unfair competition. PAEs instead use the ITC's 
powers as leverage for larger money settlements from the same industries the ITC 
was intended to protect. pAE activity here is only increasing: In 2011, over 50% 
of all ITC investigation respondents were respondents in an investigation brought 
by PAEs. 2“ 


« "Reasonably Could Have Raised" Estoppel, The Coalition for 21st Century Patent 
Reform. ovai7af)/e at 

?ifl-2ni2.pdF (last visited Mar, 4, 2013]. 

12 A "Reasonably Could Have Raised' Estoppel in Litigation Following Post-Grant 
Review Will Prevent the Envisioned Benefits of the New Procedure From Being 
Achieved, The Coalition for 21st Century Patent Reform, available at 
http://vvww.patentsmar:terxom/issue/pdfs/Wtty%2QRCHR%2()E stQp[pel%20Shfliil 

18 International Trade Commission and Patent Disputes: Hearing Before the House 
Subcommittee on Intellectual Property, Competition and the Internet, 112th Cong. 29 
[2012] [prepared statement of Neal A. Rubin, Cisco Systems, Inc,]. 

15 Colleen V. Chien & Mark A, Lemley, Patent Holdup, the ITC, and the Public Interest, 
98 Cornell L. Rev. 1, 9 [2012], 

20 See id. at 16. 
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To prevent this gaming, we support enacting legislation to allow a defendant 
to stay ITC proceedings in favor of a parallel district court action. Furthermore, 
Cisco and its peers in the ITC Working Group^i support amending Section 337 of the 
Tariff Act of 1930 to clarity that complainants in the ITC cannot rely on "revenue- 
driven licensing” to satisfy the ITC's requirement for establishing that there is a 
domestic industry entitled to protection, Instead, if licensing activity is to be relied 
upon to establish a domestic industry, it must be of the type that promotes market 
adoption and use of the patented technology and that preceded such adoption and 
use, including those efforts by universities and technology incubators. 

Furthermore, exclusion orders should only be granted in accordance with the 
traditional equitable factors described in the Supreme Court's eBay decision .22 
These remedies will prevent PAEs from manipulating ITC procedures to extract 
excessive awards, while preserving access to the ITC for domestic manufacturers 
and universities. 

We also continue to support a more robust system of prior user rights for 
American industry. As described in more detail in testimony by Cisco’s Vice 
President of Intellectual Property Dan Lang on February 1,2012 before this 
Subcommittee, given our recent shift to a first-to-fi!e patent system, prior user 


21 The members of the ITC Working Group are Apple, Avaya, Broadcom, Cisco, 
Google, Hewlett Packard, Intel and Oracle. 

See generally eBay Inc. v. MercExchange, LLC, 547 U.S. 388, 391 (2006] ("A 
plaintiff must demonstrate: (1) that it has suffered an irreparable injury; [2] that 
remedies available at law, such as monetary damages, are inadequate to compensate 
for that injury; (3] that, considering the balance of hardships between the plaintiff 
and defendant, a remedy in equity is warranted; and (4) that the public interest 
would not be disserved by a permanent injunction."); see also ITC Working Group 
white paper (attached as Appendix B). 
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rights provide an important safeguard against opportunistic PAEs and patent mills 
who are not the first to invent but were first to file, and who seek to assert their 
resulting patents against the true innovators. 

As noted by the USPTO in its prior user rights report submitted to Congress, 
the prior user rights of the A!A are more limited in significant ways than those 
enjoyed by our competitors in foreign countries. We agree with former Chairman 
Smith that foliow-on changes should be made to "ensure that our most innovative 
companies who hold many of the keys to U.S. economic competitiveness are 
provided sufficient prior user right protections to put them on an even competitive 
field internationally." 

To put U.S. companies on such a level playing field, prior user rights should 
be expanded to: [1] clarify that they apply to all kinds of inventions and not just 
manufacturing processes, {2} expressly include substantial preparation of 
technology for commercial use as protected subject matter, and [3] eliminate the 
requirement that prior use take place at least a full year to the patent application's 
filing. 

III. Proposed |udicial and Administrative Reforms 

Building on the AIA and the further legislative changes I have just described, 
we also advocate continuing improvements to the patent system that come from 


23 Prior User Rights: Hearing Before the House Subcommittee on Intellectual Property, 
Competition, and the Internet, 112th Cong. 2-6 (2012) (prepared statement of Dan 
Lang, Cisco Systems Inc,]. 

2'* U.S. Patent & Trademark Office, Report on the Prior User Rights Defense (fan. 
2012), available nt http://www.uspto.gov/aia implemen tatiQn/2Q12i)l-13i 
niir repnrt.ndf (last visited Mar. 4, 2013]. 

25 157 Cong. Rec. E1219 (daily ed. June 28, 2011] (statement of Rep, Smith], 
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judicial decisions and modification of the USPTO's examination procedures, as well 
as vigorous action by consumer protection agencies where smaller businesses are 
abused, as in the example cited at the outset of this statement 

We applaud the efforts of Chief Judge Rader, the Court of Appeals for the 
Federal Circuit ("CAFC"), and others, who have taken significant steps toward 
rationalizing damages jurisprudence. We continue to support the courts as they 
focus damages calculations on what an invention adds to the prior art instead of 
approaches that value minor inventions in components based on the value of a 
whole system or the value of services that use that system. In a recent amicus filing, 
Cisco and 15 other companies urged the CAFC to build on its recent work and 
decisively clarify damages jurisprudence by replacing the so-called Georgia Pacific 
factors^^ and the “entire market value rule" with simple rules for calculating 
damages based on; [1) the patent’s incremental value compared to the next best 
alternative, (2] true apportionment, and/or [3] truly comparable previous licensing 
arrangements. ^8 Testimony and evidence not rigorously supportive of such a 
calculation should be excluded from the jury’s consideration. 

To reduce the leverage of PAEs, it is also important to streamline patent 
litigation procedures to reduce costs. We applaud efforts by the CAFC to streamline 


28 See e.g., Uniloc USA, Inc. v, Microsoft: Corp., 632 F.3d 1292 (Fed. Cir. 2011]; Lucent 
Tech., Inc. v. Gateway, Inc., 580 F.3d 1301 (Fed. Cir. 2009]; Whitserve, LLC v. 

Computer Packages, Inc., 694 F.3d 10 (Fed. Cir. 2012]; LaserDynamics, Inc. v. Quanta 
Computer, Inc,, 694 F,3d 51 (Fed. Cir. 2012); Cornell Univ. v. Hewlett-Packard Co., 654 
F. Supp. 2d 119 (N.D.N.Y. 2009], 

22 See generally Georgia-Pacific Corp. v. U.S. Plywood Corp., 318 F. Supp. 1116 
(S.D.N.Y. 1970], modified and affd, 446 F.2d 295 (2d Cir. 1971). 

28 Brief of Amici Curiae in Support of Standards on Damages, Apple Inc.v. Motorola, 
Inc., Nos. 12-1548 &15-1549 (Fed. Cir.](filed Dec. 4, 2012], at 11-12. 
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discovery through the Mode! Rules and advocate broad adoption of streamlined 
measures by district courts. We also look forward to more changes to patent 
litigation procedures such as requiring plaintiffs to elucidate as early as po.ssib!e in 
the litigation the detailed basis for their contentions of patent infringement as well 
as the basis for their damages claims. 

The information technology ("IT") industry also continues to suffer from the 
assertion of a very large number of patents that are written in an unclear way. The 
uncertainty about what is actually covered by a patent allows PAEs to 
opportunistically target technologies that in reality have little do with what was 
invented. In previous amicus filings we have urged the court to hold patent claim 
clarity to a higher standard and require patent drafters to lucidly articulate the 
intended scope of patents. 25 VVe further support the USPTO’s efforts to increase the 
clarity of patent claims as a critical part of the examination process. 20 

Closely related to the issue of patent claim clarity is the broad use of 

functional claiming in patents asserted against the IT industry. The patent statutes 

have long provided that when the patent drafter defines the scope of the invention 

based on the result achieved rather than the means to achieve that result, the patent 

should in fact be limited to the specific means disclosed in the specification, But 

over time the courts came to impose this requirement largely only when the drafter 

25 See Brief of Amici Curiae in Support of Pet’rs, Applera Corp. v. Enzo Biochem, Inc, 
No. 10-426 [U.S,] (filed Oct. 28, 2010); Brief of 4m/c/ Cur/oe in Support of Standards 
on Damages, App/e !nc. v. Motorola, Inc,, Nos. 12-1548 &15-1549 (Fed. Cir.) (filed 
Dec. 4, 2012); Brief of Amici Curiae, Ariad Pharms., Inc. v. EH Lilly &Co., No. 2008- 
1248 (Fed. Cir.) (filed Nov. 19, 2009), 

25 Request for Comments on Preparation of Patent Applications, U.S. Patent & 
Trademark Office, 78 Fed. Reg. 2960 (2013). 

31 35 U.S,C.§ 112(f). 
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explicitly asked for this mode of interpretation by including "means" language in the 
patent claim, 3^ giving rise to claims in litigation years later that purport to cover 
much more than what the drafter originally intended. It is time to restore the 
original intent of the statute and limit functional claim language to the actually 
disclosed implementations. 

The claims clarity and functional claiming issues are not just “software 
patent problems" but apply to the IT industry and the patent system as a whole. We 
thus need to appropriately broaden the scope of the covered business method 
patent opposition program to allow more patents to be challenged in a forum that 
permits invalidation based on section 112 concerns and is not limited to a narrow 
window following issuance like the current post-grant opposition procedure. 


32 Mark A. Lemley, Software Patents and the Return of Functional Claiming (Draft), 
available at 

http://www .stanfoni.edu/dcpl/ki w/ips(/l'ape r%2iJPDF/l Lmley,_%20JlarkIM,21h 
%2nPaper.pdf [last visited Mar. 4, 2013]. 
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Appendix B: 

ITC Working Group white paper 


The Impact of R®venue°Bas eH [.iceriiing E ntitles at the ITC: 
The Numb er s S peak for themselyes 
THq lncrB8SB In Casts a? rhe ITC 


The International Trade Commission (ITC) has recently experienced an increase in cases filed 
under Section 337 of the Tariff Act. 

® The number of cases filed between 2006 and 201 1 skyrocketed 109%. 

» The increase in the most recent decade's caseload grew primarily since the eBay decision in 
2006. in the 5 years between 2001 and 2006, the number of case increased only 37%. 
Looked at another way, the average number of cases filed per year in the 5 years 
preceding the efiay decision was 22.8. in the 5 years following the eBay decision, the 
average number of cases per year climbed 94% to 44,1 

e In 201 1, the number of ITC cases reached an all-time high of 69, 

« In the 1 980s, there was a rash of cases due to an increase in the importation of infringing 
articles from Japan and Taiwan that took advantage of a weakness in the Tariff Act, namely 
the inability to protect licensed !P. Congress addressed the problem in 1988, and the 
average number of cases filed dropped from 23 in the 1 980s to 1 1 in the 1 990s. 

» Over the past decade, the ITC has seen a similar increase in caseload due to another 
weakness in current law, namely the exploitation of the licensing provision carefully crafted 
23 years ago. The Supreme Court decision in the 2006 case, eBay v. MercExchange, 
exacerbated the problem by incentlvizing certain companies to further exploit the venue. 


Year 

ITC Cases 

Year 

iTC Cases 

Year 

ITC Cases 

Year 

ITC Cases 

1972 

3 

mm 

18 

1990 

13 

2000 

17 

1973 

A 

1981 

18 

1991 

11 

2001 

24 

1974 
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23 

1992 

13 


17 

1975 

5 

1983 

43 

1993 

17 

2003 

18 


7 

1904 

33 

1994 

6 

2004 

26 

1977 

11 

1985 

25 

1995 

11 

2005 

29 

1978 

22 

1986 

24 

1996 

13 

2006 

33 

1979 

15 

1987 

18 

1997 

13 

2007 

35 



1983 

11 

1993 

11 

2008 

41 



1989 

19 

1999 

9 

2009 

31 







2010 

56 







2011 

69 
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lOTio is Appearing Before the ITC 

Since the 2006 Supreme Court decision in eBay v. MercExchange, a disproportionate number 
of suits are being brought against U.S. technology-related companies by revenue driven 
licensing entities that do not otherwise seek to propagate a product. 

e Prior to the 2006 Supreme Court decision in eBay v. MercExchange, no oases were filed 
by revenue-based licensing entities at the ITC. 

e Since 2006, the number of cases filed by revenue-based licensing entities at the ITC has 
increased as both a percentage share of the total number of cases filed and in actual 
numbers. As a percentage share of total cases, revenue-based licensing cases have 
risen from 0% in 2005 to 26% in 201 1 . The number of cases filed grew from 2 in 2006 - 
the first year an NPE case was filed - to 16 in 2011, growing by 700%. 

• The number of respondents named in iTC cases is disproportionately increasing for 
cases filed by revenue-based licensing entities. While these cases accounted for only 
26% of total ITC cases filed in 201 1 , the number of respondents named in the cases 
amounted to 46% of ail respondents named across all cases. The actual increase in the 
number of respondents named in these cases has risen from 8 in 2006 to 232 in 201 1 or 
2800%. 

• The technology industry is also being disproportionately impacted by the increasing 
number of cases filed by revenue-based iicensing entities. Technology companies were 
named in approximately 63% of all suits filed in the iTC between 2005 and 201 1 , yet 
approximately 86% of the suits filed by revenue-based licensing entities during the same 
time were against technology-related companies. 


Year 

# of revenue-based 
licensing 

investigations filed 

# of respondents in 
revenue-based 
iicensing 
investigations 

% of revenue-based 
licensing investigations 
compared to total 
cases filed 

% of revenue-based 
licensing case 
respondents compared to 
# of respondents in total 
cases filed 

2005 

0 

0 

0% 

0% 

2006 

2 

8 

7% 

6% 

2007 

4 

15 

14% 

7 % 

2008 

6 

97 

17% 

35% 

2009 

4 

38 

16% 

23% 

2010 

4 

22 

9% 

8% 

2011 

16 

232 

26% 

46% 

(Q1-Q3) 
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Products in the Crosshairs 

The technology industry has been Increasingiy Impacted by the rise of cases filed by NPEs at 
the ITC, accounting for 86% of all NPE cases. Products for investigations filed by NPEs in 2010 
and 2011 include: 

a Hand held devices (smart phones, Blackberry, iPhone, IPad. iPod) 
a Computers (laptops and desktops) 

8 Internet backbone equipment (switches, routers, WAPs, WLANs) 
e Mobile Broadband Equipment (USB modems, 4G hotspots) 

« Game consoles (Wii) 

9 Semiconductor chips (DRAM memory chips needed for most electronic devices having a 
processor) 

9 Cars having GPS navigation system 
9 Professional photography supplies 
e Displays (televisions, monitors) 

• Digital Projectors 
9 Digital Photo Frames 

9 Computer Forensic Analysis devices (used by justice and law enforcement agencies, in 
addition to private sector) 

9 Motion Sensitive sound effects device (used in cell phones, tablets, toys, video game 
devices, other electronic devices) 


iTC V,'orking Group 
n&s F Sitm. Soils 900 
Wasfiinaton, DC 20Q04 


Ccntacl: Wall lanieiian - intanieliaiiQfranklinoquarGsrcupxom 
Kara CaTipbsIl - kcaripbe!! S’frankiinscuaregfoup com 
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Mr. Marino. Thank you, Mr. Chandler. 

Ms. Dhillon, please. 

TESTIMONY OF JANET L. DHILLON, EXECUTIVE VICE PRESI- 
DENT, GENERAL COUNSEL AND CORPORATE SECRETARY, 

JCPENNEY COMPANY, INC. 

Ms. Dhillon. Thank you. Good afternoon. And I appreciate the 
opportunity to appear before you this afternoon. 

Every day, stories are written about patent lawsuits between 
large technology companies, but very little is reported about the 
abusive patent lawsuits filed against retailers like JCPenney. 

Through my testimony, I hope that the Subcommittee will have 
a better understanding of the constant struggle by JCPenney and 
other retailers to contain the damaging effects of abusive lawsuits 
that are brought by an ever-growing group of increasingly sophisti- 
cated and well-financed patent trolls. 

My name is Janet Dhillon. I am the executive vice president, 
general counsel, and corporate secretary of JCPenney. JCPenney is 
a 111-year-old company. We operate 1,100 stores in 49 states, and 
we employ over 100,000 team members. 

Our business model is simple. We sell quality, affordable men’s, 
women’s, and children’s apparel and footwear, and a collection of 
home products. While our business model is simple, the means that 
we use to promote and deliver our products and services to our cus- 
tomers is not. 

As customers embrace and utilize technology in their daily lives, 
they expect retailers to do the same. And, therefore, to support and 
deliver the services to our customers, we are employing innovative 
technology to heighten the shopping experience, both in our stores 
and online. 

When I joined JCPenney over 4 years ago, we had no patent 
cases, and I did not expect that we ever would. We are a depart- 
ment store. But over the past 4 years, the company has had to de- 
fend or settle over two dozen patent infringement lawsuits that 
have absolutely nothing to do with what we sell. These suits forced 
the company to invest in an infrastructure to defend these cases 
and to hire sophisticated outside counsel who charge well for their 
services. 

And the number of lawsuits is just continuing to grow. In 2012, 
the number of patent suits increased over the 3,600 that had been 
filed in 2011. And for the first time, a majority of these cases were 
filed by patent trolls. 

The fact that our company headquarters is in the Eastern Dis- 
trict of Texas, and that we are increasing our use of technology, are 
two reasons that JCPenney has become a target. The other core 
problem is that patent trolls attempt to extend the reach of the 
issued patent far beyond the metes and bounds of what is allowed 
by the PTO. 

Please understand, JCPenney is a responsible user of technology. 
We pay the license fees that we owe when we license technology. 
But what patent trolls are attempting to do is something fun- 
damentally different from the way the process was designed to 
work. 
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The PTO awards the inventor a narrow invention, but long after 
the issuance, most times near the end of the life of the patent, the 
patent is acquired by the troll who then attempts to enforce the 
patent far beyond what the invention intended. 

We have been sued for displaying catalog images and having 
drop-down menus on our Web site, activating gift cards at the 
point-of-sale, being able to browse our mobile Web site on a phone, 
or enabling the customer to put her purchases in an electronic 
shopping bag. 

We have also been subject to multiple claims for providing infor- 
mation regarding our store locations on a mobile phone. 

These patents date back to the late ’80’s and the early ’90’s, have 
had multiple owners with minimal or no continuing involvement by 
the actual inventor. 

Defending suits against broadly asserted patents that are 15 to 
25 years old is very difficult. The trolls know that the evidence nec- 
essary to invalidate these patents has been discarded, potential 
witnesses have died, memories have faded, and that reconstructing 
the prior art can be almost impossible, and in all cases is extremely 
expensive. 

And the cost of defending these suits is why we have to settle 
so many of them without a judgment on the merits, which means 
that the companies often settle even though there is no actual in- 
fringement, and the patent holders are compensated far beyond 
what they have invested to acquire these patents. 

A study by the American Intellectual Property Law Association 
reported that the median cost of litigating a patent case, asserting 
a single patent through trial, is between $650,000 and $5 million. 
The discovery phase alone costs between $350,000 and $3 million. 

In the retail business, our margins are already thin and the deci- 
sion to settle or go to trial and spend millions of dollars litigating 
what we know is a junk patent has to be weighed against growing 
our business. 

Unlike retail, patent trolls do not manufacture or sell any prod- 
uct to American consumers. They do not build stores. They do not 
contribute to charities in our communities. They do not create local 
jobs. And they do not participate in civic organizations. 

JCPenney does all of those things. What patent trolls do is 
produce lawsuits against retailers and other businesses just to en- 
rich themselves. 

At the end of the day, companies like ours have to ask a simple 
question: Do we pay to settle, or do we spend millions of dollars 
to invalidate patents that we know are simply junk and that we 
are not infringing on in the first place? 

It is a situation that no general counsel should have to be put 
in to, but it is something that I and my colleagues face on a regular 
basis. That is why I look forward to continuing this dialogue with 
the Committee in hopes of finding some solutions to curtailing 
these abusive suits, while maintaining a robust patent system. 

Thank you. 

[The prepared statement of Ms. Dhillon follows:] 
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Good morning, Chairman Coble, Ranking Member Watt, and members of the 
Subcommittee. Thank you for the opportunity to testify today. 

Every day, stories are written or broadcast about patent lawsuits between 
technology companies. But very little is ever reported about the large number of abusive 
patent lawsuits filed against retailers like jcpenney. Through my testimony I hope the 
Subcommittee will have a better understanding of the constant struggle, by jcpenney and 
other retailers, to contain the damaging effects of the abusive lawsuits that are brought by 
an ever growing group of increasingly sophisticated and well financed patent trolls. 

My name is Janet Dhillon. I am Executive Vice President, General Counsel and 
Corporate Secretary of jcpenney. jcpenney is a 1 1 1 -year old company founded by James 
Cash Penney in 1902 and today has 1,100 stores in 49 states and employs over 1 10,000 
team members. We are headquartered in Plano, Texas. 

jcpenney’ s business model is simple - we sell quality, affordable men’s and 
women’s apparel, footwear and a collection of home products. While the business model 
is simple, the means we use to promote, sell, and deliver our products and services to our 
customers are not. As our customers embrace and utilize technology in their daily lives 
they expect retailers to do the same. Therefore, to support and deliver the services our 
customers want and deserve, we are employing innovative technologies to heighten the 
shopping experience both in our stores and online. 

The fact that we reside in the Eastern District of Texas and that we are increasing 
our use of technology are two reasons that jcpenney became the target of patent trolls. 
Patent trolls know the cost of defense for retailers can be high and they use this as 
leverage to negotiate settlements. These lawsuits and settlements divert valuable 
resources away from our business and the communities we serve. Unlike retail, patent 
trolls do not manufacture or sell products to the American consumer. They don’t build 
stores, contribute to charitable and civic organizations or create local jobs. They produce 
lawsuits against retailers and other businesses to enrich themselves and their investors. 
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Let me be more specific about the trolls’ measurable impact on jcpenney. When I 
joined the company 4-years ago jcpenney had no patent cases. Over the last four years 
the company has had to defend or settle over two-dozen patent infringement lawsuits that 
have nothing to do with the products jcpenney actually sells. Keep in mind this number 
does not include those claims that are settled upon receipt of demand letters. 

This onslaught of cases forced the company, for the first time, to invest in an 
infrastructure to respond to these cases including hiring an experienced patent litigator. I 
want to be clear. Patents play a very important role in our society and our economy. I 
appreciate the years of work this committee put into crafting and passing the America 
Invents Act (AIA). The legislation made important improvements to the United States 
Patent and Trademark Office (PTO) by increasing funding, organizational changes and 
enhanced post-grant and inter partes review procedures, which will protect the true 
inventors, reward true innovation and hopefully prevent the future issuance of more 
questionable patents the Non-Practicing Entities (NPE) are using to sue retailers. 

However, more needs to be done because these lawsuits continue to proliferate. 

In 2012 the number of patent cases increased over the 3,600 eases filed in 201 1 . And for 
the first time a majority of the cases filed were by patent trolls. A recent study 
concluded that in 2007, 22% of patent cases tiled were filed by patent trolls. In 201 1 that 
number had risen to 40%.' Professor Chien of Santa Clara University Law School has 
found that upwards of 60% of all patent cases filed in 201 2 were filed by trolls and 
virtually every patent case brought against a retailer is over a broadly defined and 
questionable patent. 

The core of the problem is that patent trolls attempt to extend the reach of the 
issued patent far beyond the metes and bounds of what was allowed by the PTO. The 
PTO awards the inventor a narrow invention, but long after issuance, most times near the 
end of the life of the patent, the patent is acquired by a troll who then attempts to enforce 
the patent far beyond the invention taught in the patent. 


^ Sara .lertiss, Robin leldman & Joshua Walker. “’Ibe America Invenbi Acl 5(X): I'JTects of Palenl Moneti/alion I'intities on U.S. 
I.iligalion.” at 5 & 43-57, Duke I ,a\v & l ech Review. Porlhcoming. 
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For example, we have been sued for displaying catalog images and having drop 
down menus on our website, activating a gift card at the point of sale, browsing a website 
on a mobile phone or enabling a customer to put her purchases in an electronic shopping 
bag or cart. We have been subjected to multiple claims for providing information 
regarding our store locations to a mobile phone. These patents date back to the late 80’s 
and early to mid-90’s and all have had multiple owners with minimal or no continuing 
involvement of the actual inventor. 

Defending suits against broadly asserted patents that are 15 to 25 years old is very 
difficult. Trolls know the evidence necessary to invalidate these patents has often been 
destroyed, potential witnesses have died or memories have faded, which makes 
reconstructing the prior art and proving the patent invalid almost impossible and 
extremely expensive. And the cost of defense is why so many of these cases settle 
without a judgment on the merits, which means that companies often settle even though 
no actual infringement might have occurred and patent holders are compensated far 
beyond any incremental value of the claimed invention, 

A study by the American Intellectual Property Law Association reported the 
median cost of litigating a patent case asserting a single patent through trial is $650,000 
where less than $1 million is at risk; $2.5 million where between $1 million and $25 
million is at risk; and $5 million where there is more than $25 million at risk. The 
discovery phase alone costs $350,000 in the first category, $1.5 million in the second 
category, and $3 million in the third category.^ In the retail business our margins are 
already thin and the decision to settle or go to trial and spend millions of dollars litigating 
what we know is a junk or hyperextended patent has to be weighed against the effect on 
our core business function of selling goods. 


■ American Inlellectual Property I iiw Associalion, Report of Ihe Kconomic Surv'ey 201 1 . 
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All these lawsuits highlight one glaring problem. There is little downside to the 
patent trolls filing lawsuit after lawsuit. The trolls are experts in their ability to 
manipulate the process and suffer no disruption to an underlying business enterprise, 
which gives them the incentive to continue to harass retailers. If a retailer does challenge 
and ultimately proves it does not infringe, the ruling does not spell the end of the abuse 
because other retailers will be sued over the same patents and will have to decide whether 
they settle or face significant litigation costs. In other words, a finding of non- 
infringement in one case does not foreclose a different finding in the multiple other cases 
the troll has filed on the very same patent against other similarly situated retailers. 

At the end of the day, jcpenney and other retailers have to ask the simple 
question: do we pay to settle or spend millions to invalidate patents we know are simply 
junk? It is a situation no company should have to answer but it is one we face on a 
regular basis. That is why I look forward to continuing this dialogue with the Committee 
in hopes of finding some sensible solutions to curtail these abusive suits while 
maintaining a robust patent system. 

Thank you and I would be glad to answer any questions. 
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Mr. Marino. Thank you, Ms. Dhillon. 

Mr. Boswell, please. 

TESTIMONY OF JOHN BOSWELL, SENIOR VICE PRESIDENT 
AND GENERAL COUNSEL, SAS INSTITUTE, INC. 

Mr. Boswell. Mr. Vice Chairman Marino, Ranking Member 
Watt, Members of the Subcommittee, SAS is a privately held soft- 
ware company based in the great State of North Carolina. 

We have been in business since 1976. We do our software devel- 
opment in North Carolina and in Texas. 

The only time SAS ever gets sued for anything, we are being 
sued by a patent troll. 

Now, we have never lost a patent troll case, but that does not 
mean we are not losing. Patent trolls are business terrorists. Their 
weapons of mass destruction are software and business method 
patents with fuzzy boundaries that can be asserted against many 
different products, many different companies, in many different 
ways. 

And the terror is not really the threat of losing the case. It is the 
cost to fight. 

Patent trolls have no employees. They make nothing. They sell 
nothing. They have no witnesses. Therefore, they are immune from 
the discovery burden. 

Given that patent trolls are immune from the discovery burden, 
their strategy is to make discovery as broad and expensive as pos- 
sible. Patent troll cases are filed in jurisdictions that allow broad 
discovery and that do not decide dispositive motions, including mo- 
tions to transfer, until most of the money for discovery has already 
been spent. In other words, when the case is filed, the defendant 
has already lost. 

In a recent case, we actually won the case on summary judg- 
ment, but we had to spend over $8 million to get there. $1.5 million 
of those dollars was paid to an outside consultant simply to collect 
electronic documents. We had to collect over 10 million documents 
because the judge allowed that level of discovery. 

The plaintiff in the case listed as possibly relevant 1,873 docu- 
ments. Had the case gone to trial, probably 20 or 30 of those docu- 
ments might have shown up. 

The stack of documents that might possibly have been relative, 
I did the math: 8 inches tall. The stack of documents, if we had 
had to print them out, that we had to collect, if you took the World 
Trade Center and put the Washington Monument on top of it, the 
stack of documents would have been higher than that. 

That is abuse. 

Now, to be clear, SAS is not in favor of ending the ability for le- 
gitimate inventors to enforce their patents in Federal court. That 
is not what this is about at all. 

It is about ending abusive litigation tactics by entities that are 
not advancing the idea behind the patent system. They are not ad- 
vancing knowledge and advancing society. They are taking advan- 
tage and being opportunistic through weakness in the patent sys- 
tem, and they are extorting money from the very companies that 
are advancing, that are inventing, that are hiring people, that are 
moving the economy forward. 
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And ladies and gentlemen, this is completely a Federal Govern- 
ment problem. We are being sued on patents that should have 
never been issued, that were issued by a Federal agency. We are 
being sued in Federal courts that are allowing this abuse to hap- 
pen. And unfortunately, this has been going on for some time. 

So I disagree with some of my colleagues who are going to advo- 
cate “let’s just wait and see if this will all work itself out. I don’t 
think we need to do anything.” No, if the courts were going to fix 
this, they would have done so already. 

There are many good ideas being discussed, some of which Chair- 
man Coble mentioned. One that I think bears serious consideration 
is an idea that we sort of borrowed from Chief Judge Rader, and 
that is the only thing you really need to decide a patent case is, 
what does the patent say and what does the product do? And if you 
share the information around that, you should be able to decide 
your patent case. 

If you want more discovery than that, fine. You just have to pay 
for it. 

In that way, patent cases that should go forward, can go forward. 
We do not have to worry who is or isn’t a patent troll or a patent 
assertion entity. It will rein in abusive discovery, whether it is 
done in the patent troll litigation or in any other litigation. 

If we did that, and if, additionally, we made sure that judges 
first decided motions to transfer before you had to go through the 
process of paying for discovery, so they would decide whether you 
should be there at all before you had to pay for it, I think that we 
would go a long way to ending abusive patent tactics. 

But unfortunately, or maybe fortunately, only you can help us. 
And that is why we are here. 

Thanks. 

[The prepared statement of Mr. Boswell follows:] 
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Statement of John Boswell, 

Senior Vice President and General Counsel, SAS 
Before the House Judiciary Subcommittee on Courts, 

Intellectual Property and the Internet 
"Abusive Patent Litigation: The Impact on American Innovation & Jobs, 

And Potential Solutions" 

March 7, 2013 

Chairman Coble, Ranking Member Watt, and Members of the subcommittee, it is an honor to be here 
with you this morning, to share with you SAS' perspective about abusive patent litigation and ways we 
might alter the business paradigm that is driving the problem. While several Members of this 
Subcommittee are from North Carolina and are familiar with SAS, I thought a bit of perspective about 
the company might be helpful. 


SAS is the world's largest privately held software company, providing business and organizational 
customers with advanced analytics. We help our customers use the tremendous amounts of data they 
have to make better decisions. Those decisions include using data to detect and prevent fraud, 
personalize health care, deliver inventory and other supplies on time, in the right quantities, to the right 
places, and improve and innovate in new products. 


We are not a new company. In fact, we have been in business since 1976. We are proud of our record 
of innovation and results, which we attribute in no small part to our people and our intellectual 
property. 


One of our most important measures of success is where we rank in Fortune's survey of 100 Best Places 
to work. In the last four years, we have been ranked no lower than third on that list, and held the top 
spot for two consecutive years. This is important because it is a cumulative ranking based on employee 
feedback. Our founders have worked hard to create a culture that nurtures and encourages employee 
creativity, and this in turn, translates into new products, new research, and new ways of conducting 
business for us. In short, while SAS believes that its employees are the most important assets, the 
intellectual property generated by these employees is the second most important asset. 


While SAS does patent its innovations, we are not, relative to other technology companies, a big user of 
the patent system. As most of you probably know, for the first two decades of the company's existence, 
software patents were not recognized, so we could not have obtained patents on our products and 
features even if we had wanted to do so. After the State Street Bank decision, we started to patent our 
intellectual property. 


Today, 37 years after our start, the litigation filed against SAS is patent litigation. In none of these 
patent cases is SAS a plaintiff. In all of these cases, SAS is a victim, being victimized with suits 
threatening patent infringement. In many of these cases, SAS actually invented the technology that 
forms the basis of the patent. We simply did not and could not have pursued patents on this technology 
because of the state of the law at the time. Because much of the prior art was contained in software 
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user manuals and technical specifications of our products and those of our peer companies, and not in 
patent filings, this prior art was not available to the USPTO. This has led to patents being issued to 
people who did not create the inventions. 


In none of the cases where SAS has been sued for patent infringement is the plaintiff an operating 
company that makes anything, sells anything, produces anything or employs anyone (other than a bunch 
of lawyers). All of these cases involve what I call "patent trolls" - which others more demurely call Non- 
Practicing Entities, or Patent Assertion Entities— as plaintiff. It is a problem that is only becoming worse 
for companies like SAS^ for one simple reason: it is a business model that is incredibly cheap to pursue, 
remarkably profitable to the pursuers, and disproportionately damaging to the victims. 


Here are the basic parameters of what is happening with these suits. A patent troll sets up shop in a 
jurisdiction known to be supportive of patent plaintiffs. It does this by leasing a post office box to 
establish an address. It buys patents from defunct companies or patents that companies no longer want 
to keep. It does not hire employees; it does not engage in research; it does not even practice the 
invention— nor does it ever intend to practice it. The patent troll then either serves a demand letter on 
the victims, or effects legal service of a complaint. The troll then pursues settlement by threatening 
massive and costly discovery, or if the case has already been filed, the troll actually seeks costly 
discovery. For example, the troll seeks discovery of any and every electronic document that might touch 
upon the alleged claims, by any person inside the defendant's operations. This can run to hundreds of 
millions of documents and millions of dollars to produce. Patent trolls bring these cases in jurisdictions 
that allow this type of expensive discovery. It is this cost to defend the litigation that is the hammer that 
drives settlement. 


In the case of my company, it is really not an overstatement to say that we communicate almost 
completely electronically— by email, text, IM, you name it. So, when, in the context of patent litigation, 
we must respond to an electronic discovery request, we are instantly looking at legal and consulting bills 
that will run into the millions of dollars If we choose not to settle. In contrast, patent trolls have no 
witnesses, they have no documents, they have no evidence to discover. In short, there is an asymmetry 
in the patent troll context. Patent trolls can and do pursue litigation strategies that make the litigation 
as expensive as possible because that same tactic cannot be used against them. With no documents to 
produce and no witnesses to depose, they have very little cost associated with their obligation to 
respond to discovery requests. It is this asymmetry that the trolls are using as a primary tactical weapon 
against those they have chosen to pursue in their quest to extort money. 


The chart on the next page illustrates the fundamental problem. The bar on the left-hand side 
represents the number of documents that SAS had to collect in one recent case. The number of 
electronic documents that we had to collect exceeded 10 million. The cost to collect those documents. 


^ According to Patent Freedom, the percentage of suits involving NPEs has grown on average 36% per year since 
2004, with a very steep increase between 2011 and 2012, in part due to the AlA's joinder provision. See 
vvww.patentfreedom.com . A more staggering result is contained in Professor Feldman's study where she 
documents that patent trolls accounted for 40% of patent litigation in 2011, up from 22% in five years. See Jeruss, 
Feldman & Walker, ‘The America Invents Act 500: Effects of Patent Monetization Entities on US Litigation," 11 
Duke Law & Technology Review 357 (2012). 
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before considering the attorney's fees to review and make production determinations, was about $1.5 
million. Again, $1.5 million was just the cost to collect: considering attorney's fees, the cost of the 
collection was easily double that amount. Of those documents, only 1,873 documents, or .000183%, 
appeared on an evidence list as possibly being introduced at trial. These are not documents that were 
actually used, and It is debatable whether any of the 10 million documents collected were even read by 
the troll. 



SAS won summary judgment in this case and It is now on appeal to the Federal Circuit. So Far this case 
has cost us in excess of $8 million. If SAS ultimately wins this case it will be a Pyrrhic victory at best. We 
spent $8 million and huge amounts of developer time and executive time etc., for what? This victory 
does not resolve the other patent troll cases that we face, or will face in the future. This $8 million and 
the millions more we are spending on other cases is money SAS no longer has to invest in people, 
facilities, research, or product development: and we are a relatively small player in this world. In short, 
the cost to us, and to the economy as a whole is simply staggering. 


The dilemma here is that when a company like SAS receives a complaint from a patent troll, it is faced 
with a Hobson's choice: defend the litigation, which will cost literally millions of dollars, or settle, for a 
smaller, but not insignificant amount of money. If you do settle, then the company develops a 
reputation for being an easy target, which just invites more extortion attempts from the patent troll 
community. In fact, the patent trolls are counting on the settlement dollars, both to fund ongoing 
litigation and because, at the end of the day, they really do not want to litigate -more often than 
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not, they will lose. By some estimates, the patent troll success rate at trial is only 8%; 9.2% if default 
judgments are included.^ 


To restate, it does not cost much to be a troll and to make broad, vague demands. On the other hand, 
the risk to the company receiving a troll threat is enormous. The costs and risks to the companies like 
SAS are disproportionate to the value of the patent, and are wholly divorced from whether any harm 
has been caused. In fact, companies like SAS have not done something wrong— quite the opposite, we 
are engaged in innovating, employing, developing— all the things we should be doing. In other legal 
realms, we do not award compensation unless there has been some injury, and the compensation that 
is awarded when causation of injury has been established is directly related to the amount of harm 
caused. In the patent realm, strict liability is the rule- which is to say that there is liability imposed even 
in the absence of wrongdoing. What the trolls are doing Is taking this standard one step farther by 
essentially recouping almost unbounded economic rents by merely alleging the existence of a property 
right. It stands law and reason on its hand and is bankrupting the innovative capacity of this country in 
the process. 


With this backdrop, SAS began to consider ways, not simply to attack the problem but to change the 
fundamental paradigm of patent troll litigation. While there may be any number of helpful suggestions, 
we believe strongly that eliminating discovery asymmetries, and the ability to exploit these 
asymmetries, is essential to effect meaningful change. 


SAS proposes to build on the Model Order on Electronic Discovery first propounded by Chief Judge 
Rader of the Federal Circuit, which I have attached. Judge Rader's basic concept is that in patent 
litigation, the discovery needs are relatively straightforward. The critical discovery relates to certain 
"core documents". These core documents include the patent at issue, the technical specifications of the 
allegedly infringing product or feature, and the prior art. SAS proposes that in any patent lawsuit, 
normal rules of discovery would apply with respect to these core documents--that is, the person 
producing the documents pays the cost of production. But SAS would go one step further. We would 
propose that additional discovery is permissible and that parties could ask for whatever other 
documents they need. The difference is that the party requesting such other discovery bears the cost of 
paying for that discovery. To ensure that parties have financial viability to underwrite the additional 
discovery, we would seek to have financial information disclosed at the outset, or the posting of a bond. 


We believe that this approach is narrowly tailored, without restricting the ability of parties to get 
evidence that would be enlightening. What it does do is remove the ability to use discovery as an 
abusive weapon. Everyone knows at the outset what the rules are, and faced with bearing the cost for 
unnecessary discovery, we think will dramatically reduce the number of frivolous, exploitive suits and 
demand letters. We also would propose this rule in all patent suits, thus avoiding the need to define 
who is and is not a patent troll. This proposal enables parties to make decisions about whether to 
litigate or settle based on the economic merits of the case, without fear of extortion. It does not 


^ See Michael Masnick, "Vast Majority of Software patents in Lawsuits Lose," published in TechDirt, September 24, 
2010, reviewing a study by Allison, Walker & Lemley, "Patent Quality and Settlement Among Repeat Patent 
Litigants," Stanford Law and Economics Olin Working Paper No. 398, September 16, 2010. 
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materially impact those patent cases between operating companies. In these contexts, the discovery 
burden is roughly equally split between the parties, and the parties are always free to agree to a 
different procedure relating to discovery. But, if you are a troll, and the biggest weapon you have to 
obtain financial remuneration is the asymmetrical discovery advantage, you obviously will never agree 
to a reasonable discovery process. Finally, we have heard about the poor individual inventor who gets 
threatened by the big company with unlimited discovery. This rule would serve to discipline those cases 
as well, giving that small inventor relief from the specter of a big company using the cost of litigation to 
ruin the small company. 


As I said earlier, there are many factors that have converged to create and energize this business model. 
Some of the factors, such as poor quality patents and an overworked patent examination staff, will be 
addressed by the America Invents Act and better guidance from the PTO. Some of these issues will be 
worked out over the long-term as well by better judicial decisions understanding these cases for what 
they are and because SAS and other companies will continue to litigate on the basis of non-infringement 
and invalidity. We do, though, need immediate solutions, and while there are any number that should 
be discussed, SAS believes that addressing using discovery as a weapon to force settlement would 
provide immediate relief if enacted into law. 


There is one final point I would like the Committee to consider. The patent troll problem is completely a 
federal government issue . Trolls are suing on: 

1. Poorly drafted and broad software and business method patents, issued by a federal agency, the 
USPTO, 

2. To enforce broad rights and remedies allowed by federal law, and 

3. In federal courts that allow broad discovery and will not give early decisions in cases. 


Only another federal institution. Congress, can fix this problem. 

I thank you for this opportunity to appear before you today, and am happy to answer any questions you 
may have. 
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Mr. Marino. Thank you, Mr. Boswell. 

The Chair recognizes Mr. Gerst, please. 

TESTIMONY OF C. GRAHAM GERST, PARTNER, 

GLOBAL IP LAW GROUP, LLC 

Mr. Gerst. Thank you very much. 

My firm, the Global IP Law Group, represents the broadest 
range of interests represented on the panel today. We have rep- 
resented very large technology companies like Alcatel-Lucent, Mo- 
torola Mobility, and Nortel Networks. We also represent midsized 
and small companies, including many startups. And we also rep- 
resent non-practicing entities. 

What I hope to do today is highlight how changes at one end of 
the spectrum can have ramifications throughout the system that 
are unanticipated. 

Any large system is going to have problems and inefficiencies, 
and the patent system is no exception. But you run the risk of un- 
intended consequences for the system as a whole in trying to fix 
those limited problems. 

And let’s remember that this is the system that is, overall, work- 
ing very well. That is something that often gets lost. 

The Founding Fathers included the patent system in the U.S. 
Constitution to encourage innovation. Today, we have the strongest 
patent system in the world, and at least part in relation to that, 
or part as a result of that, we have the most innovative economy 
in the world. And we need continuing innovation to maintain the 
strength of our economy. 

Changes that weaken our patent system put future innovation at 
risk. It is the sort of risk that isn’t immediate or that makes for 
good stories in the newspaper. The biggest issue our patent system 
does face is the cost of litigating patent disputes, which creates two 
problems. One is the opportunity to sue simply to get a settlement 
that is less than the cost of litigation, and numerous of my fellow 
panelists have already talked about this, and that will continue 
during the remainder of the panel here today. 

The second problem is less talked about, and that is that a lot 
of companies that cannot afford to protect their own investments 
in innovation by asserting their own patents. Moreover, because of 
recent changes to the Federal Circuit in damages law and related 
to injunctions, those costs are even more difficult to justify. 

When I had lunch with the chief IP counsel at a sizable company, 
he said that he no longer considers the NPEs anything more than 
a nuisance. But he is worried that his company, which relies on in- 
novation to distinguish itself, cannot use it patent portfolio because 
of the costs and the weakened remedies. And a couple weeks ago, 
I was at an event where the chief patent counsel for Conair said 
much the same thing. 

This is part of the reason why the statistics about how big a per- 
centage of patent cases are brought by NPEs, why that statistic ex- 
ists. It is because a lot of small and midsize companies cannot af- 
ford to bring their own patent cases. 

What is not an issue for the patent system is the existence of 
NPEs. NPEs are not new, and they do fill a valuable role in the 
patent system by helping to reward innovators. My firm recently 



50 


represented a technology company that was one of the lead devel- 
opers of electronic communication technology in wide use today. 

That company invested in the development incentivized by the 
promise its patents would ultimately prove very valuable. We, ulti- 
mately, sold those patents to one of a group of NPEs that were the 
only ones really willing to give what approached fair value for 
those patents, thereby rewarding those innovators. 

In addition, NPEs provide a way to recirculate capital to inves- 
tors. In the situation I just described, I know that major investors 
in that company have circulated some of those earnings from that 
patent sale back to other innovative companies. 

And finally, by acquiring patents, non-practicing entities keep 
the market liquid and keep patent values up, which is valuable to 
companies that use their patents as collateral. That includes large 
companies, like the recently concluded Alcatel-Lucent deal, and 
small startups. 

What can Congress do to improve this system? It can make 
changes that are limited and target particular behaviors, but mini- 
mize the risk to the system from unintended consequences. 

I would echo what Mr. Chandler said about changing the law re- 
garding injunctions at the ITC. But that is a limited change, and 
it creates consistency through the patent system. 

In addition, the creation of a small claims patent court would 
help some of the problems with companies being able to enforce 
their own patents, which are blocked today by the cost of litigation. 
And continuing to fund the PTO to improve patent quality is im- 
portant. 

What Congress should not do is engage in getting into the busi- 
ness of dictating to the Federal courts about how to manage Rule 
11 sanctions and discovery costs. Those issues are best done in a 
very tailored, measured fashion that the courts are in the best posi- 
tion to determine. 

In addition, the SHIELD Act is something that I would advocate 
Congress not pursue. It is wrong on a whole number of levels. But 
it targets entities, not activities. And it would have a whole host 
of unintended consequences. 

If Company A buys Company B, the patents of Company B would 
automatically be subject to the rules of the SHIELD Act. In addi- 
tion, in the Alcatel-Lucent deal that we recently concluded, if some- 
thing terrible were to happen to Alcatel-Lucent and it were to go 
bankrupt and the lenders took control of that patent portfolio, 
those patents would be subject to the SHIELD Act. 

Finally, the SHIELD Act, if it helps anybody, it helps big non- 
practicing entities. Those big, non-practicing entities, and you know 
the names of them, have the money to post bonds for these litiga- 
tions. It would basically eliminate the competition they have from 
smaller non-practicing entities. 

Finally, there has been talk about a straight loser pay system for 
all patent cases. That would just aggravate the problem of small 
and midsize companies being able to enforce their own patents. 

Thank you very much. 

[The prepared statement of Mr. Gerst follows:] 



51 


TESTIMONY OF C. GRAHAM GERST 
MARCH 14,2013 

Good morning. My name is Graham Gerst, and I am a partner with the Global IP Law 
Group. My personal background is predominantly in the area of patent litigation, 
but our firm's activities also include some of the largest patent transactions of the 
last several years, including the sale of Nortel Networks patent portfolio in 2011 for 
$4.5 billion and Alcatel Lucent’s 2012 $2.6 billion debt offering backed by the 
company's patent portfolio. Our clients range from Fortune 100 companies to 
individual inventors. 

I am here today to urge caution before taking legislative steps that could have 
unintended consequences for a system that is critical to our economic growth and 
dynamism. 

The first reason for caution is that we already have weakened patent enforcement 
rights to a great degree, and, as a result, we have hurt companies we intended to 
help. 

I recently had lunch with the chief IP counsel of a sizeable U.S. company. We talked 
about the state of the patent-enforcement landscape, and his views may surprise 
you. On the one hand, he no longer worries about most patent-infringement 
lawsuits brought against his company. Enforcement is so difficult, and the 
likelihood of significant damages so low, that he generally plays those suits out for 
nominal settlements. On the other hand, he worries about his own company's 
ability to protect its inventions in the current environment for the same reason. His 
company relies on technological innovation to distinguish itself, but he now views 
its patent portfolio as ineffectual to protect their inventions. 

Our Founding Fathers incorporated a patent system in the U.S. Constitution to 
encourage innovation,! and the United States historically has had the strongest 
patent rights in the world. At least partly as a result, we also have the most 
innovative economy in the world. 

Today, we are weakening patent rights at precisely the time that our economic 
competitors are moving to strengthen theirs. With the creation of the unitary patent 
court and wider availability of injunctions, the E.U. is likely to become a more 
attractive venue for patent enforcement than the U.S. in the very near future. And 
China's efforts to strengthen its own patent system have resulted in an explosion of 
litigation making that country first in the world for patent cases filed. ^ 


! U.S. Constitution, Art. I, § 8, cl. 8. 

2 In 2010, the last year of available data, China saw 7,819 patent lawsuits 
(http://www.dlapiper.com/global/publications/Detail.aspx?pub=7373&RSS=true], 
which is almost 2-1/2 times the 3,220 patent lawsuits in the U.S. that year 
(http://www.uscourts.gov/uscourts/Statistics/JudicialFactsAndFigures/2010/Tabl 
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This momentum to weaken patent rights originated from a few infamous matters - 
particularly the Lemelson patent enforcement and the NTP v. RIM case that ended 
with a $612 million settlement. People still raise these examples. But neither could 
occur today under U.S. patent law. Let me briefly run through some of the changes 
that have been made: 

• In the late 1990s, the Federal Circuit restricted parties' ability to bring suit 
without strong pre-discovery proof of patent infringement. While there are 
good reasons for such a rule, it renders many patents unenforceable where 
infringement occurs behind closed doors. 

• From 2000 through the present, most federal courts have become very 
amenable to staying patent lawsuits pending reexamination proceedings, 
delaying such actions approximately two years from filing. That stalling 
tactic is now a standard defense strategy. 

• The Federal Circuit's 2002 Symbol Technologies decision revived the doctrine 
of prosecution laches, rendering patents unenforceable for excessive delays 
in prosecution. 

• In 2006's eBay v. MercExchange decision, the Supreme Court effectively 
precluded non-practicing entities from obtaining injunctions. 

• In 2007, the Federal Circuit’s Seagate decision made it harder to obtain 
enhanced damages by establishing willful patent infringement. 

• Also in 2007, in Medimmane v. Genentec, the Supreme Court lowered the bar 
for establishing declaratory judgment jurisdiction for even peaceful attempts 
to license patents. As a result, a patentee seeking to license its technology 
risks litigation in an unfavorable venue for almost any licensing effort. 

• In a series of decisions starting in 2008, the Federal Circuit made it easier for 
accused infringers to transfer patent cases to their own preferred venue. 

• In the 2008-2012 range, the federal courts changed the law with respect to 
method claims, making it harder to enforce those claims where multiple 
parties participate in the infringement. 

• Since 2008, the federal courts have been aggressively limiting damages 
available to patentees under the entire market value rule. These decisions 
also have made proving damages much more complex and expensive for 
litigants on both sides. 

• In 2011, the Federal Circuit and the Supreme Court rendered a wide array of 
issued patents of questionable validity with their decisions in Biiski. 

• The 2012 America Invents Act eliminated a longstanding practice in the 
federal courts of allowing joinder of multiple defendants in cases involving 
the same group of patents. That legislation also increased the avenues 
available to challenge patent validity before the PTO, raising enforcement 
costs for patentees. 


e407.pdf}. This discrepancy occurred in a year when the Chinese economy was only 
about 40% of the size of the U.S. economy — about $5.9 trillion to $14.6 trillion. 
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• In 2013, a federal district court in the Northern District of California denied 
an injunction to Apple against directly competing products that had been 
proven to infringe multiple Apple patents. 

I list those changes not to criticize them. Most of them are sensible. But their 
combined result is a system that no longer rewards innovation as it should for the 
majority of U.S. companies. 

On one end of the spectrum is enforcement of exceedingly valuable patents reading 
on hugely profitable products, resulting in astronomical damages. These cases still 
make economic sense despite these legal changes. 

On the other end are the suits of no or negligible merit brought to leverage the high 
cost of patent litigation for a nuisance-level settlement These suits are a problem 
and are economically harmful. But this problem exists in all areas of our legal 
system. It is just worse in the patent area. Patent litigation costs are higher, giving 
plaintiffs more leverage. Things are being done to combat this strategy. The AIA 
took some effective steps, and the courts are doing their part with local patent rules, 
particularly with those limiting discovery. 

The biggest problem, however, is in the middle of the spectrum - our small-to-mid- 
sized companies with valuable innovations of their own. An in-house counsel at one 
of those companies rarely can justify spending $3-$7 million in litigation costs when 
potential damages are unlikely to cover those costs, and the chances of enjoining a 
competitor from infringing with a directly competing product are uncertain or even 
unlikely. As a result, these companies no longer can protect their investment in new 
technologies. And historically, companies of this size are the most inventive and 
create the most jobs and economic growth. Legislation making it harder for these 
types of companies to protect their intellectual property through enforcement, such 
as instituting a 'Toser pays” system, would exacerbate this problem. 

The second reason for caution is that our patent system is still digesting several 
significant changes made over the last couple of years. We should wait to 
understand the full effect those changes are having before any new significant 
legislation in this area. These include the AIA, some of which is still being 
implemented, experiments with local rules and discovery being undertaken by the 
district courts, and the changes to legal doctrine, particularly in the area of patent 
damages. There are even discussions of a small claims patent court, which could 
change the landscape. Legislation written now may not be optimal for the system as 
it will appear in the near future. 

The third reason for caution concerns non-practicing entities. Although these 
entities are politically unpopular, they are not new. Thomas Edison was one of the 
original NPEs. And they serve an important role in the patent ecosystem, providing 
a mechanism to reward innovators, which is the goal of the patent system. 
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Numerous operating companies today depend on NPEs to generate revenues from 
the companies' patent portfolios, revenues that then can be fed back into R&D and 
further innovation. These companies do so by selling patents directly to an NPE, 
which often pays a sum up-front payment and sometimes includes a share of future 
licensing revenues. 

NPEs also can help investors in startups recover their investments. When an NPE 
acquires patents from an unsuccessful startup, the investor can reinvest those 
proceeds in new ventures. Moreover, getting investment money back in this fashion 
incentivizes further new investments. 

Finally, by creating more demand for patent assets, NPEs increase the monetary 
value of those assets and makes them a more liquid asset. These characteristics are 
important to lenders that take patents as collateral in financing deals, something we 
often see. Without NPEs, therefore, bank lending to startups would diminish at a 
time when our economic recovery is still weak. 

Because NPEs do serve such a role, legislation targeting them based on their status, 
rather than on activities that are economically detrimental like the nuisance level 
suits, could have negative ramifications that we cannot fully anticipate. 

Thank you very much for giving me this opportunity to speak to you today about 
some of the risks iegislating in this area poses. 
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Mr. Marino. Thank you, Mr. Gerst. 

The Chair recognizes Mr. Johnson, please. 

TESTIMONY OF PHILIP S. JOHNSON, CHIEF INTELLECTUAL 
PROPERTY COUNSEL, JOHNSON & JOHNSON 

Mr. Johnson. Thank you, Mr. Chairman, Ranking Member 
Watt, and Members of the Subcommittee. I appreciate being in- 
vited here today to give the views of the Coalition for the 21st Cen- 
tury Patent Reform, a broad and diverse group of nearly 50 cor- 
porations, including 3M, Caterpillar, Eli Lilly, General Electric, 
Procter & Gamble, and my company, Johnson & Johnson. 

Our coalition advocates for patent reforms that foster invest- 
ment, innovation, and job creation, and that promote vigorous com- 
petition in bringing new products and services to American con- 
sumers. 

The issue of patent litigation abuse is simply not a new one. 
Over the last 6 years, both the Supreme Court and the Federal Cir- 
cuit have issued important decisions addressing the criticism that 
our courts unduly favor of the assertion of vague or overbroad pat- 
ents by non-practicing entities. 

These decisions restrict the availability of patent injunctions to 
NPEs, mandate transfer of patent cases to more convenient and 
less NPE-friendly jurisdictions, clarify the damages may be award- 
ed based only on the value of the invention rather than on the en- 
tire system on which the invention is only a small component, clar- 
ify that innocent infringers may not be subjected to treble damages, 
and strengthen existing patentable subject matter, written descrip- 
tion, and enablement requirements to ensure that overly vague and 
ambiguous patents will not be upheld. 

In early 2011, Congress passed the pilot patent court bill to es- 
tablish a 10-year pilot program to test the concept that patent 
cases can be better handled and abuses deterred by District Court 
judges specializing in them. 

This initiative is now being implemented and is already yielding 
fruit in the form of a number of proposals for courts to limit the 
amount and cost of discovery in patent cases, and to actively deter 
and punish litigation abuse. 

Congress acted again later in 2011 by passing the AIA, which in- 
cluded many additional provisions now going into effect to lessen 
the opportunity for abusive patent litigation. The AIA revamped 
the criteria for patentability, authorized the public to participate in 
the patent examination process, and increased patent office fund- 
ing, all to ensure that future issued patents will be of the highest 
possible quality. 

The AIA also created several new procedures to allow members 
of the public, including those who are being sued for infringement, 
to quickly and inexpensively challenge a patent’s validity before a 
panel of administrative law judges in the patent office. 

It also eliminated NPE marking suits, mandated that patent 
plaintiffs could no longer indiscriminately join unrelated parties in 
a single lawsuit, and provided for further as of yet uncompleted 
study of issues relating to NPE patent assertions. 

As Congress recognized in authorizing a study into NPE litiga- 
tion, little empirical evidence existed to confirm or refute claims 
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that NPEs bring a disproportionate percentage of specious patent 
suits. 

Unfortunately, specious claims and specious defenses have al- 
ways been a part of patent litigations and can be perpetrated by 
any party, if so inclined. Fortunately, courts already have the 
power to award attorneys’ fees in exceptional patent cases, and in 
our experience are willing to do so when a party engages in rep- 
rehensible litigation conduct. 

This does not mean that everything that could be done to deter 
patent litigation misconduct has been done. Other remedies have 
been suggested during the consideration of the AIA that include 
lowering the standard for fee shifting, so it is easier for judges to 
award fees to the prevailing party, and automatically staying suits 
against customers and users where the original provider of the 
product or service accused of infringement elects to bring a suit to 
resolve the issue with the patentee. 

Our coalition continues to view these approaches as having 
merit. In my written testimony, we make specific legislative rec- 
ommendations for the Subcommittee to consider. 

Otherwise, our coalition believes that Congress should monitor 
the effects of these numerous remedies, which have already been 
enacted, to see how they do. Congress has already gone a long way 
toward fixing the problem of patent litigation abuse. To further 
modify the system at this time would run the risk of chilling inno- 
vation and the jobs that flow from it by making reliable patent im- 
port enforcement substantially less certain. 

I thank you for the opportunity to testify here today, and I would 
be happy to answer any of your questions. 

Thank you. 

[The prepared statement of Mr. Johnson follows:] 
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Executive Summary 
Statement of Philip S. Johnson, 

Chief Intellectual Property Counsel, 

Johnson & Johnson 

Executive Summary 

The issue of litigation abuse in patent cases is not a new one. During the public debate that 
followed die 2004 recommendations of the National Acadeiiw of Sciences, both die Supreme Court and 
the Federal Circuit handed down important decisions that addressed the criticism that the system favored 
the assertion of vague or over broad patents by non-practicing patentees (or non-practicing entities, 
referred to as ‘'NPEs'’). These decisions restricted the availability of patent injunctions to NPEs\ 
mandated transfer of patent cases to more convenient and less NPE- friendly jurisdictions", clarified that 
damages may be awarded based oidy on die value of an invention rather than on an entire system in 
which die invention is only a small component'’, strengthened die written description and enablement 
requirements to ensure that overly vague and ambiguous patents wril not be upheld^, and clarified that 
innocent infringers should not be subjected to treble damages^ 

In January^ of 201 1, Congress also addressed patent litigation concerns by passing the pilot patent 
courts bill to establish a ten year program to test the concept that patent cases can be better and more 
efficiently handled, and abuses deterred, if they are handled by district court Judges who specialize in 
managing and deciding tiiem. This initiative is now being implemented, and is already yielding fruit in 
the form of a number of proposals for courts to limit tlie amount and cost of discovery^ in patent cases and 
to actively manage tlicm to deter and/or punish litigation abusc.*^ 

Perhaps most significantly. Congress acted again in September of 2011 by passing the Lealiy- 
Smith America Invents Act (the ’‘AIA’')\ which included further provisions, some now just going into 
effect, tliat arc designed to lessen the opportunity for abusive patent litigation conduct, Tliis act made tlic 
criteria for patentability more transparent in a first-inventor-to-filc system, authorized tlic public to 
participate in the patent examination process and increased fiinding for the United States Patent and 
Trademark Office (USPTO), all to improve the quality of future issued patents. As importantly, tliis Act 
created several new procedures that allow members of the public, including those who are being sued for 
infringement, to quickly and inexpensively challenge a patent's vahditv' before a panel of administrative 
law judges in the USPTO. This act also effectively eliminated NPE false marking suits, mandated that 
patent plaintiffs could no longer indiscriminately join unrelated parties in a single law suit, and provided 
for a further as-of-yet-not-completed study of issues relating to NPE patent assertions. 


' eBay, Inc. v. MercExchange, LLC, 547 U.S. 388 (2006). 

■ In re TS Tech Corp.. 551 F.3d 1.315 (Fed. Cir. 2008). 

^ Lucent I'echnologies, Inc. v. Gateway, Inc., 580 F. 3d 1301 (Fed. Cir. 2009). 

'' Ariad Bharmaceulicals, Inc. v. Kli Lilly and Co., 598 F.3d 1336 (Fed. Cir. 2010) {en hanc). 

" In re Seagate Tech.. LLC. 497 F.3d 1360. 1371 (Fed. Cir. 2007). cert, denied. 2008 U.S. LEXIS 2153 
(2008). 

See Patent Cases Pilot Program Rib. L. No. 1 1 1-349, 124 Stat. 3674: District Courts Selected for Patent Pilot 
Program, Admin. Office of tlie U.S. Courts (June 7, 2011) (av-ailable at: 

http://w\v\v.iiscQ]irts.gov.-'News/New-sVievv/li-06-07./District_Courts_Seiected for Patent__Piiot_FrQgrain.aspx) . 
Lealiy-Sinitli America Iiwents Act. Pub. L. No. 1 12-29. 
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As Congress recognized in autliorizing a study into tiie litigation conduct of NPEs, little empirical 
evidence exists confirming or refuting the complaints that NPEs bring a disproportionate percentage of 
specious patent suits. Unfortunately, the advancement of specious claims or defenses has always been a 
part of patent litigation, and can be perpetrated by any parly% if so inclined. Fortunately, courts already 
have the power to award attorneys fees in exceptional patent cascs^, and, in our experience, arc w illing to 
do so when a party engages in reprehensible litigation conduct. 

This docs not mean that everything that can be done to deter patent litigation misconduct has been 
done. Other remedies that were considered but not adopted during the consideration of the AlA include 
lowering tlic standard for fee shifting so it is easier forjudges to award fees to a prevailing party, and 
automatically staying suits against customers and users where the original provider of the product or 
sendee accused of infringement elects to bring suit to resolve the issue with the patentee. Tlie Coalition 
for Century' Patent Reform (the ‘‘21^ Centuiy Coalition”) continues to view these approaches as 
having merit. 

Otherwise, the 2U' Century Coalition believes that Congress should closely monitor the effects of 
the numerous remedies tliat have already been enacted and are in the process of being implemented. We 
believe that Congress has already gone a long way toward fi.xing the problem of patent litigation abuse, 
and tliat to further modify die system at this time would run the risk of chilling imiovation, and the jobs 
that flow from it, by making reliable patent enforcement substantially less certain. 

Prepared Statement of Philip S. Johnson 

Mr. Chairman and distinguished Members of the IP Sub-Committee; Thank you for tlie 
opportunity to testify on the subject of abusive patent litigation practices, and tlicir impacts on American 
innovation and jobs. Although I am active in a number of professional organizations with interests in 
patent law- reform, including the American Intellectual Property Law Association, PhRMA, BIO and tlie 
Intellectual Property Owners Association. I am appearing today as a representative of the 2P^ Century' 
Coalition. 

1. Personal/Corporate/Coalition Introduction 

By way of introduction, I am a registered patent attorney widi 39 years of c.xpcricncc in all 
aspects of patent law. In addition to drafting and prosecuting patent applications, 1 have tried patent cases 
to bodi judges and juries, and have advised a wide variety of clients, bodi plaintiffs and defendants, in 
many industries ranging from semi-conductor fabrication to biotccluiology . Over the course of my career, 
1 have represented individual inventors, universities, start-ups, and companies of all sizes. In January of 
2000, 1 left private practice to join Johnson & Johnson as its Chief Patent Counsel, where I now scr\ c as 
Senior Vice-President and Chief Intellectual Property Counsel in its law- department. 

Johnson & Johnson is a family of 275 companies, and is the largest broad-based manufacturer of 
health and personal care products in the world. Collectively, Johnson & Johnson companies represent 
this country ’s largest medical device business, its sixth largest consumer, nutritional and personal care 
business, and one of its largest pharmaceutical and biotechnology businesses. Johnson & Johnson 
companies employ approximately 128,000 people. Johnson & Johnson’s companies are research-based 
businesses that rely heavily on the U.S. patent system and its counterpart systems around die world. 


^35U.S.C. 285. 

^ See Marccec LLP v. Johnson & Johnson and Cordis Corporation, 664 F.3d 907, (Fed. Cir. 2012) (awarding $4.7 
million in attorneys and expert witness fees against an NPE). For 2011, see also the cases listed at items 38 & 39 at 

ww'w'.patstats-on4/20.1.1 Full Year Report. litnil . 
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The 21®^ Cciitur\ Coalition is a broad and diverse group of nearly 50 corporations including 3M, 
Caterpillar, Eli Lilly, General Electric, Procter & Gamble and Johnson & Johnson, For more than 100 
years, our Coalition's companies have played a critical role in fostering innovation. We invest billions of 
dollars amiually on research and development to create American jobs and improve lives. Representing 
18 different industry' sectors including manu£icturing, information technology, consumer products, 
energy, financial services, medical device, pharmaceutical, and biotechnology, our Coalition advocates 
tor patent reforms that will foster investment in imiovation and job creation and promote vigorous 
competition in bringing new products and services to American consumers. 

As the manufacturers and marketers of thousands of products, the freedom to make and sell 
products in v'iew of die patents of others is always a concern to our Coalition’s members. And even 
though we routinely review thousands of patents during our product development processes, make 
appropriate design changes to avoid the patents of others and/or obtain appropriate licenses or legal 
opinions prior to launching our products, we nonetheless must defend our compEuiies against charges of 
patent infringement. Most of these litigations involve competitors or would-be competitors, although 
some invoh'e non-manufacturing patentees. Overall, Johnson & Jolmson's companies find diemselves to 
be defendants about as often as plaintiffs. 

The 21"^ Century' Coalition's interest in patent law refomi is to ensure that the patent system fairly 
rewards those who contribute to our society' through the invention and development of new and useful 
products and processes. A fair, efficient and reliable patent system will continue to stimulate the 
investment in innovation diat is necessary in today’s technologically complex world to create the new 
products and processes that will lead to better lives for Americans and the rest of the world. In addition, 
the best promise for presening and enhancing our place in an increasingly competitive global 
marketplace will be to stimulate U.S. investment in research by universities and small and large 
companies, 

II. The Relationship Between Patent Litigation. Innovation and Jobs 

A. The Relationship Between Patent Protection, R&D Investment and Patent 
Enforcement 

To cnliancc the objective of maximizing R&D investment and its attendant creation of jobs, it is 
incumbent on the courts to effectively enforce meritorious patents against those who are infringing them, 
while weeding out specious claims that act as drags on the system. For those wishing to deter the 
assertion of specious claims, the challenge is how to deter only those claims that arc specious without 
deterring those worthy of serious consideration by the courts. 

As reflected by tlie recent passage of the AIA, there is bipartisan agreement diat a strong and 
efficient American patent system will stimulate investment in R&D, and lead to the preserv'ation and/or 
creation of millions of jobs. As Senator Leahy has explained: 

High quality' patents are the key to our economic growtli. Tliey' benefit both patent 
owners and users, w ho can be more confident in the validity of issued patents. Patents 
of low' quality' and dubious validity', by contrast, enable patent trolls and constitute a 
drag on innovation. Too many dubious patents also unjustly cast doubt on taily high 
quality- patents. 
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Innovation and economic development are not uniquely Democrat or Republican 
objectives, so wc worked together to find the proper balance for Amcrica—for our 
economy, tor our inventors, tor our consumers. 

Thomas Freidman wrote not too long ago in Hic New York Times that the country 
which ‘'endows its people witli more tools and basic research to invent new goods and 
services [] is tlic one that will not just survive but thrive down the road. . . . Wc might 
be able to stimulate our way back to stability, but wc can only invent our way back to 
prosperity." 

10 Cong. Rec. SI31 (January^ 25, 2011) ((statement of Sen. Leahy) 

This focus on economic grov^dh is the correct one. If done right, patent reforms will stimulate the 
private sector to invest in economic development and job growth. All other considerations should be 
secondary'. 

Johnson & Johnson's companies are good examples of the relationship of the patent system, and 
patents, to jobs and job growdi. Johnson & Johnson conservatively estimates tliat at least 65,000 of its 
full time jobs depend on the patent portfolios of its companies* 9,000+ U.S. patents (and their foreign 
counterparts). Stated differently, we now- estimate tliat. on average, each U.S. patent results in, preserves 
and protects tlie jobs of 7.2 employees per year, or, over its 20-year life, 144 job-years. This estimate 
does not take into account the jobs of countless others at suppliers, distributors and retailers involved in 
the research, manufacture, distribution and sale of our products that indirectly depend in whole or in part 
on our patent rights. 

Overtlie pasttliree years. Jolmson & Johnson companies have been awarded approximately 800 
U.S. patents per year by the USPTO. During these same years, Johnson & Johnson companies have 
invested about $22 billion in R&D, averaging about $7.4 billion per year, or about $9.3 million for each 
patent granted. Needless to say, dicsc research and development expenditures have resulted in tlic direct 
employment of thousands of people throughout the United States in very good jobs with excellent 
benefits. 


As these numbers reflect, the R&D investments stimulated by the patent system dw-arf the costs 
directly associated with tlic enforcement of patents. Accordingly, in considering changes to the patent 
system, the primary' concern should be what effect they may have on R&D investment, and thus jobs and 
job growth. Proposed changes that increase the likelihood that meritorious inventions may be reliably 
enforced against infringers should be favored, as these changes will have tlic greatest impact on 
stimulating R&D investment and job growth. Those that might discourage inventors from bringing 
meritorious claims of patent infringement should be viewed witli a critical eye. 

Research based companies are rational decision makers when it comes to deciding whether and 
how' much to invest in R&D. When deciding whether or not to make, or to continue making, an 
investment in any given project, many factors arc taken into account, including the cost of the project, the 
teclmical risk and likelihood of success of the project, file expected cost saving or product enhancement to 
be achieved, and the expected return on investment. In dctcmiining die c.xpcctcd return on investment, a 
critical element is the likelihood that meaningful patent protection wall be accorded to deserving 
inventions resulting from the project, the degree and duration of exclusivity that resulting products or 
processes will enjoy, and the likelihood that the involved patents will cither be respected by competitors, 
or can be promptly and successfiilly enforced in the ev'ent of infringement. When such projections 
indicate tliat the return on investment exceeds a threshold commensurate whth the risk involved, the 
investment is, or continues to be, made. When it does not, the project is not begun, or is cancelled. 
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It is a common misconception that a patent for an invention confers a right on the patent owner to 
make, use or sell products embodying the invention. This is not true. A patent eonfers only the right to 
exclude others from doing so for the limited term of the patent. If patents in a given field are seen to be 
too expensive to enforce in relation to the value of market exclusivity they protect, they lose their value, 
and investment in inventions in tliat field are chilled. Accordingly, there is a delicate balance between the 
cost of patent enforcement and the impact of file patent system on R&D investment. 

Another important factor tliat impacts R&D investment is the perception of the business 
community- of the reliability- of patent enforcement. Patents wdll not stimulate R&D investment and job 
growth unless they arc perceived to be readily enforceable. If the courts arc perceived as hostile to the 
enforcement of patent rights, our patent system will suffer. A patent that cannot be enforced is a hollow 
right. 


As important as patent enforceability' is to inventors and developers, it is the ability to ultimately 
profit from their inventions that induces and rewards R&D investment. For manufacturers, the ability- to 
commercialize their inventions free from specious legal claims and the legal expenses needed to 
successfully defend against them is a significant consideration. For non-manufacturing patentees, the 
consideration is similar, as the values of their patents depend upon their existing or future licensee's 
ability to market tlicir inventions. 

As previously noted, most manufacturers mitigate the risk of being sued for patent infringement 
by searching the patent literature during product development, and either designing around existing 
patents of others, or acquiring rights to them by purchase or license. Nonetlieless, even the most diligent 
of these ‘’freedom to operate” studies cannot identify every' possible future patent claim, This is especially 
true for specious claims that are based upon patents with claims that should not have been granted and 
therefore should not be found to be valid and infringed, or patents that are asserted against products or 
processes that cannot reasonably be argued to be within the scope of the invention claimed in the patent, 

B. Non-Practicing Entities and the Importance of Freely Transferrable Patent Rights 

Some of our best and most productive inventore do not manufacture or market tlieir own 
inventions. Among tlicsc arc America's independent inventors, university and government based 
inventors, and many small businesses and start ups. NPEs, especially universities, start ups and other 
research organizations serve as important sources of technology tliat arc, or become components of, 
innovations that are developed and brought to market by others, including many of the members of our 
Coalition. Johnson & Johnson's companies, for example, pay hundreds of millions of dollars a year to 
NPEs, including their R&D partners, universities, independent inventors and small businesses, for 
licenses under valuable technologies that are or that we hope will be incorporated in our products. 

For some NPE's, die decision not to pursue manufacturing and marketing is a matter of choice. 
They' may, for example, prefer to concentrate their energies on originating inventions rather than in 
developing them, leaving the commercialization to licensees who are better positioned to manufacture and 
market tlicm. Or they may sell or license their patents to venture capitalists who will attend to raising the 
capital needed for commercialization. 

For others, superseding circumstances may effectively prevent or limit the inventors from 
commercializing their inventions. For example, if the invention is an improvement on existing patented 
technology, the owner of the original patent rights on that technology may be the only licensee for the 
improvement, at least until the original patents expire. Or should an existing unlicensed competitor copy 
cuid begin marketing the inventor's invention before file inventor is able to, the inventor's ability" to later 
market that invention may be substantially impaired. In those circumstances, the only recourse available 
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to the inventor may be to bring suit against the infringing company to abate the infringement mid/or to 
recover fair compensation for the unlicensed use of the invention. By the same token, when an inventor's 
invention relates to an improvement useful in an industry' with high barriers to initial entry' and/or one in 
which the market is shared by just a few well entrenched competitors, die only practical way- for an 
inventor to commercialize his in\ cntion may be to license one or more of those competitors. 

hi all of these circumstances, freely transfcrrablc patent rights arc fundamental to the achievement 
of die Constitutional objective of "promoting the progress of science and the useful arts." Inventors who 
are not in a position to develop or market their own inventions would be deprived of the value of their 
patents were dicy not able to frcch- license or sell them. Similarly, those who wish to bring dicsc 
inventions to the public either by developing and marketing them themselves or by licensing them to 
others should not be discouraged in doing so. Such free trade in patent rights is beneficial to our society 
as it allows technology developers to combine many dilTerent inventions to create products that w-oiild not 
otherwise have been possible. 

Ill, Abusive Patent Litigation Behaviors 

Abusive litigation practices arc not unique to the patent lawy nor arc they of recent vintage. As 
long as there has been an adversary system for resolving judicial disputes, dicrc have been litigants who 
have looked for unfair ways to game die system for their own benefit. Nonetheless, the nature of patent 
cases is such that dicy may be prone to more abuse than is seen in other types of commercial litigation. 

A. Assertions of Specious Claims and Defenses To Force Settlement 

One common complaint about patent litigation is that too many specious claims or defenses are 
filed solely for die purpose of forcing an unjust settlement, typically at a cost that is less than die cost of 
successftilly completing the litigation. While this type of abuse no doubt exists in other types of 
litigation, it may be more effective in patent litigation, where the subject matter is complex, extensive 
document discovery is available, a large number of potential witnesses may be deposed, and expert 
testimony is a practical necessity. Coupled with the difficulty in patent cases of distinguisliing specious 
from meritorious claims and defenses, many parties choose to setde radier dian litigate to a final 
conclusion, 

While most commonly thought of in the context of plaintiffs' assertions of patent infringement, 
the problem may also manifest itself through specious attacks on the validity of a patent, and/or in the 
assertion of other questionable defenses that drive up costs for the purpose of forcing settlement. 

Without the benefit of a trial or other consideration of the merits of the particular claims and 
defenses, it is particularly difficult to distinguish whether patent claims brought, or validity or odier 
defenses pressed, have substantial merit. Wliilc it is common to hear from both defendants and plaintiffs 
that the charges against them are without merit, the truth most often lies somewhere in the middle, 
making it difficult to craft an appropriate legislative response diat targets only abusive litigation behavior. 

While some critics point to estimates of how' much manufacturers pay to NPEs, they seldom 
acknowledge diat the majorilx of such payments arc being made to gain commercial access to valuable 
technologies, not just to buy off frivolous suits. Indeed, in cases where a licensing fee is paid at 
settlement that substantially exceeds the cost of successfully defending the case, it is usually fair to 
conclude diat the accused infringer has recognized some likelihood diat the courts would indeed find the 
asserted patent to be both valid and infringed. Such recognition is quite often warranted as evidenced by 
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the 2012 Patent Litigation Study by Price Waterhouse Coopers The empirical data indicates 

tliat, while litigation brought by NPEs is somcwliat less successful overall than litigation brought by 
practicing entities, NPE’s success rates are still significant.^ 

That is not to deny or minimize tlie problems in litigation caused by tlic over assertion of a patent 
claim, or the over assertion of a defense of invalidity, unenforceability or noninfringement. This practice 
is unfortunately quite common, but difficult to address, as diere is a fine line between zealous 
representation of a client's interests, and pressing a position that is not reasonably based on the evidence 
or without substantial merit under existing law or a reasonable extension thereof 

An analysis of case statistics concerning the award of attorney fees to prevailing parties in patent 
cases deemed to be "exceptional’'^" fails to reveal any identifiable trend that would suggest that any more 
specious claims or defenses are being pressed through trial now than they have been over the past 12 
years.’ ’ Nonetheless, since the overwhelming majority of all patent cases are settled without trial, 
statistics based on case dispositions are unlikely to reflect trends in specious claims that are extinguished 
by settlement. Moreover, collection of reliable data concerning those claims is nearly impossible, as 
almost all of settlements are confidential and entail sharply differing opinions of tlie merits of the matter 
settled. 


B. Assertions Against Assemblers, Distributors or Retailers Rather Than Manufacturers 

Another patent litigation practice that has been sharply criticized is the institution of suits against 
large numbers of assemblers, distributors or retailers rather than the original manufacturer or provider of 
the component or product alleged to infringe. This tactic takes advantage of the tact that such suits 
threaten defendants with the disruption of aspects of their businesses that are at best tangentially related to 
the invention which is the subject of the patent, and that each individual defendant has less motivation to 
litigate the issue to final conclusion that the manufacturer of the product at issue. The result can be to 
collect enormous sums as the result of a very large number of small settlements whose cumulative value 
far exceeds the amount that could have been recovered from tlie original manufacturer. 

While existing jurisprudence would nonnally favor a stay of such customer suits pending 
resolution of an action brought by the manufacturer to finally resolve tlie issue, some district courts 
decline to so exercise their discretion, thus attracting a disproportionate percentage of such filings. 

C. A Party’s Identity Does Not Determine The Propriety Of Its Litigation Behavior 

While die fmancial legal and business circumstances of a patentee will affect tlie objectives in 
asserting a patent, none of these criteria are predictive of whether litigation brought by any particular 
patent owner is abusive. Indeed, the litigation practices discussed above may be employed by all classes 
of patentees, should tlicy be so inclined. 

The PwC Patent Litigation Study data indicates tliat litigation rates vary- considerably from year 
to year and industry to industry. NPEs enjoy flicir highest levels of success, e.xcceding even tliose of 
practicing entities in certain industries (biotechnology'/phanna & medical devices), while having less 


20 12 Patent Litigation Study http:/A\wvv.p\vc.coin/en_US/us/foreiLsic-semces/pnblicatioiis/asseK/2012-pat,eiit- 
iitigadon-stiidy.pdf . 

Id. chart 5b. 

See 35 USC § 285. which states; "Tire court in exceptional cases may award reasonable attorney fees to die 
prerv-ailing party'.” 

See www.patstats.oro: statistics for awards of attorneys fees to plaintiffs and defendiuits from 2000-2012. 
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success than practicing entities in otiier industries (business/consumer sendees, software, 
automotivc/transportation, chcmicals/synthctic materials and telecommunications). Nonetheless, during 
the overall 17 year period eovered by the NPE study, NPE’s experienced a success rate of 23.3%, versus a 
non-NPE rate of 33.8%.^^ Of course, none of these statistics demonstrate that any of the unsuccessful 
enforcements were frivolous, ratlicr tlian good faifli assertions that were simply not proven. 

These statisties do suggest tliat courts may be changing their approach to cases brought by certain 
NPEs. While non-practicing and practicing enti^- success rates were verv close to each other in tlic 2001- 
2005 time period (29.8% vs. 31.3%), they diverged in the 2006-2011 time period (24.3% NPE's vs. 
37.9% for non-NPE's) due to an increase in die number of NPE cases disposed of by summary judgment, 
and a lower success rate in bench trials. Collectively, this data suggests that in the last five years, Judges 
have been closely scrutinizing NPE patent assertions, and have been terminating a higher percentage of 
them before trial. 

These statistics also show that most NPE suits are brought in just a few districts, mid tliatthe NPE 
success rate in the most popular district, the Eastern District of Texas, at 46.5%, is substantially' higher 
thmi in all otlier districts. 

IV. Steps Already Taken To Counteract Abusive Patent Litigation 

Our Coalition believes that it is important to take into account the recent steps that have been 
taken, or are in the process of being taken, by the Courts, Congress and the USPTO to counteract abusive 
patent litigation. As early indications are that these steps will make a significant difference, our Coalition 
believes that a cautious approach should be taken towards additional reforms until better information 
becomes available concerning the reform measures that are now being implemented or that are already in 
place. 


A. Judicial Decisions 

The judiciary has issued opinions in a number of areas relating to patent law- which have 
significantly curbed abusive patent litigation. These include decisions tliat address tlie appropriateness of 
injunctive relief, overly broad patents, unfounded damage claims, and problematic venue issues. 

i. Courts No Longer Automatically Grant Injunctive Relief 

Concern had been expressed in the patent community that non-practicing patent holders who 
were litigating solely for the purpose of seeking monetary relief were nevertheless using the threat of an 
injunction to "hold up” defendants tor higher settlements. It had been the general aile that upon a finding 
of infringement and validity, a permanent injunction should issue. As noted abov'e, however, the 
Supreme Court in eBay^ rejected die Federal Circuit’s rule of a near automatic grant of injunctive relief 
in patent cases, instead calling for an assessment of the “principles of equity'.” After eBay, a patent holder 
must show, among other tilings, that ongoing infringement causes it to suffer mi irreparable injury' and 
tliat remedies available at lawy such as monetary damages, arc inadequate to compensate for that injury . 
Courts following eBay now deny requests for injimctive relief where patent holders, for exmiiple, can be 


See cliart 6f. n.l0 supra. 
See cliart 9b. ii.i0 supra. 
See cliart 9a, n. 10 supra. 
547 U.S. 388 
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fiilly compensated by monetarv' dcunages in the fomi of an ongoing license/^ Tliis has signifiCcUitly 
removed the ''hold up'" threat in patent cases. At die same time, these decisions reflect a balance in that 
they leave open the prospect of injunctive relief on a case-by-case basis. 

2. The Law is Evolving to Address Overly Broad Patents 

Concern has also been expressed diat patents arc being routinely asserted which contain overly 
broad, vague and ambiguous claims. The Supreme Court and the Federal Circuit have issued a number of 
recent decisions directly dealing with these concerns. 

Method claims 


The Supreme Court has recently taken up a series of cases that examine the validirt- of method 
claims in the context of patentable subject matter under 35 U.S.C. Section 101 . In BUski v.Kappos,^'^ the 
Supreme Court affirmed the rejection of claims directed to a method of hedging losses in one segment of 
the energy industry' by making investments in other segments of that industry on the basis that the claimed 
investment strategy was simply too abstract to warrant patent protection. Similarly, in Mayo 
Collahoralive Services v. Prometheus Labs., Inc.^ the Court held tliat the claimed method of 
personalized medicine dosing was not eligible tor patent protection because tlic process is effectively an 
unpatentable law of nature. In response, courts are more closely semtinizing claims in patent cases to 
ascertain whctlicr they arc sufficiently concrete and non-abstract to qualify for patent protection under 
Section 101. 

Software claims 

The Federal Circuit is poised to directly address cn banc what is required in softw’are claims to 
properly qualify as patentable subject matter under section 101 . In CIS Bank v. Alice Corp., No. 2011- 
1301 (Fed. Cir. 2013), the Federal Circuit has asked the following questions: 

a. What test should die court adopt to determine whctlicr a computer-implemented 
invention is a patent ineligible ‘'abstract idea”; and when, if ever, does the presence of a 
computer in a claim lend patent eligibility to an otlicrwisc patent-ineligible idea? 

b. In assessing patent eligibility under 35 U.S.C. § 101 of a computer-implemented 
invention, should it matter whether the invention is claimed as a method, system, or 
storage medium; and should such claims at times be considered equivalent tor § 101 
purposes? 

Oral argument in CLSis scheduled for April 15, 2013 and eui opinion will issue in due course. 
Wrillen description requirement 

The Federal Circuit has also addressed over-breadth of claims by rcafflmiing tliat the patent law s 
in fact require a written description of the invention.^’ According to the Federal Circuit, tliis requirement 
ensures that inventors have actually invented the subject matter claimed in their patents. In other words. 


E.g.. Bard Peripheral Vascular, Inc. v. W.L. Core (feAssocs’., /we., 670 F.3d.ll7i. 1192 (Fed. Cir. 2012): VernetX, 
Inc. V. Apple Inc-.'^o. 6;10-cv-4i7. 2013 WL 692652 (E.D. Tex. Feb. 26, 2013). 

130 S.Ct. 3218 (2010) 

132 S.Ct. 1289 (2012) 

Ariad Pharmaceuticals, Inc. v. Eli Lilly and Company. 598 F.3d. 1336 (Fed. Cir. 20 10) (en banc). 
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each claim must have support in the written description for each element to show that tlie inventor 
actually invented tliat which he or she claims. 

Svecificcition disclosure reaiiirement 

Finally, the Federal Circuit has also addressed concerns about the over-breadth of claims, 
particularly in the software field, by ensuring that functional language in such patent claims finds 
adequate structure in the specification for performing the claimed function, In FimcUon Media. LLC v. 
Google. for example, the asserted patents involved a computer system for facilitating advertising 

on multiple computer outlets. Tlic Federal Circuit affinncd tlic district court's invalidation of the patents 
because they were indefinite, stating''|w|hen dealing with a ‘special purpose computer-implemented 
means-plus-function limitation,' we require the specification to disclose tlie algorithm for performing the 
function. 


3. Courts Have Reined In Speculative Damages Awards 

The Federal Circuit has also been quite active in the damages area, issuing a number of recent 
important decisions directly addressing the proper measure of damages in cases of patent infringement. In 
Liiceni.^^ tlic Federal Circuit addressed concern about large patent damages awards where tlic patented 
invention was merely a component of a much larger coniniercial product. The Court made clear that 
damages awarded for infringement in tliis situation cannot be based automatically on tlic market value of 
the entire product, but must be shown to be reasonably tied to the value of the patented feature as showm 
through consumer demand for that feature. In other words, in order for a damages award to be based on 
the value of the larger commercial product, the patent holder must prove that the patented feature drives 
the sales of the larger commercial product. In the wake of the iMcent case, district courts, through their 
important gate keeper function, are now rejecting damages expert testimony which attempts to base tlie 
value of patent damages on the larger commercial product where it cannot be showm that the smaller 
patented feature is the basis for the demand for the larger product."^ 

The Federal Circuit has further reined in speculative damages expert testimony by abolishing the 
so-called ”25% of profits rule” which had been used by damages experts over the years as a rough 
baseline for ncgotialing a reasonable royalty for patent damages. In Uniloc v. Microsofi.^^ tlic Federal 
Circuit made clear that any damages testimony must be carefully tied to the facts and circumstances of a 
particular case and not to abstract general rules. 

The Federal Circuit also has cabined the t>'pes of licenses that are permissible to use in assessing 
a reasonable royalty . In ResONel.com v. Lansa.^' die Court made clear fliat if a plaintiff is relying on 
licenses as a measure of litigation damages, there must be an evidentiaiy- basis linking the licenses to the 
claimed invention. This case thus limits the ability-' of a plaintiff to inflate its claimed measure of damages 
by picking and choosing economic tcmis of licenses that arc not for tlic patents in suit or that arc not 
'‘clearly linked to the economic demand of the claimed technology. 


-- No. 2012-1020. slip op. at 9 (Fed. Cir. Feb. 13. 2013). 

580 F.3d 1301 (Fed. Cir. 2009). 

.S>e. f’.g. . MuItiMedia Patent Trust v. Apple Inc., No. 10-CV-2618-H (KSC). 20 12 WL 58737 1 1 (S.D. Cal. Nov. 
20, 2012)-, Apple. Inc. v. Motorola. Inc., No. l:ll-c\^-08540, 2012 WL 1959560 (N.D. 111. Mav 22. 20nyjnventio 
AG V. Otis Elevator Co., No. 06 Civ. 5377(CM). 2011 WL 3359705 (S.D.N.Y. June 23. 2011); IP Innovation LLC 
v. Red Hat. Inc., 705 F. Supp. 2d 687 (E.D. Tex. 2010). 

632 F.3d 1292 (Fed. Cir. 2011). 

594 F.3d. 810 (Fed. Cir. 2010). 
at 872-873. 
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These decisions arc now routinely being applied by the district courts to reign in speculative 
damages claims and awards in patent cases. 

4. Courts Have Addressed Venue Abuse 

Another area of significant focus by die courts has been venue abuse. Specifically, it was argued 
tliat patent eases were being filed in districts, particularly the Eastern District of Tc.xas, witli no 
meaningful connection to the defendant other than the feet that the defendant may sell accused infringing 
products in tliat district. Defendants who moved to have the eases transferred to a more convenient forum 
had those motions denied by some district courts which placed virtually dispositive weight on the 
plaintifT s choice of forum. 

In a series of precedential ailings, the Federal Circuit employed the extraordinary' remedy of 
issuing writs of mandamus to prevent litigants from abusing the permissive venue provisions for patent 
litigation by filing patent litigation in venues that have no reasonable connection to the parties and 
evidence. See. e.^.,ln re Nintendo Corp'^ In addition, the Federal Circuit has also indicated that a district 
court must rule on a w rit of mandamus when it is filed and not delay ruling on it until much later in the 
case, as delaying a ruling on such motions until substantial pre-trial proceedings have occurred has the 
effect of depriving litigants oftlieir right to be transferred to a more convenient forum.^" 

B. Litigation Process Initiatives 

In addition to judicial rulings addressing abusive patent litigation, with the assistance of 
Congress, a number of Jurisdictions have implemented litigation process reforms that have had the effect 
of counteracting abusive litigation practices through more streamlined and consistent litigation practices. 

i. Patent Court Pilot Program 

One of tlic recent legislative initiatives to improve the process for patent litigation is tlic Patent 
Court Pilot Program. In January of 2011, Congress created the program whose stated purpose is ‘To 
establish a pilot program in certain United States district courts to encourage enhancement of expertise in 
patent cases among district Judges.'’'’ The Administrative Office of the United States Courts selected 14 
federal districts courts to participate in the lO-ycar pilot program, which was implemented in July of 
201 1 . In each district, at least three Judges have been designated to hear patent cases. The participating 
districts have adopted case assignment procedures allowing judges in those districts who do not want to 
hear patent cases to have their cases assigned to one of the designated judges. Tlie effect of this program 
tor the participating districts has been that patent cases are being heard by Judges who have developed an 
interest and expertise in the area. The expectation is that this whll lead to more expedient resolution of 
patent cases. Anotlicr goal of the program is that the patent lawsuit caseload will become more dispersed 
throughout the country and less concentrated in Delaware, Northern California, and Eastern Texas. 


^^'See, e.^., In re Microsoft Corp., 630 F..3d 1361 (Fed. Cir. 201 1): In re Acer America Corp.. 626 F,3d 1252 (Fed. 
Cir. 2010); /n re Zimmer Holdings, Inc.. 609 F.3d 137K (Fed. Cir. 2010); In re Nintendo Corp.. 589 F.3d. 1194 (Fed. 
Cir. 2009); !n re Genenlech. 566 F.3d 1 338 (Fed. Cir. 2009); !n re lIoJfman-I.aRoche Inc.. 587 F.3d 1 333 (Fed. Cir. 
2009); In re TS Tech USA Corp., 551 F.3d 1315 (Fed. Cir. 2008). 

-Nn re EMC Corp.. No. lO-cv-0435. 2013 U.S. App. LEXIS 1985 at *5, 6 (Fed. Cir. Jan. 30. 2013). 

See n.6 .supra. 
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2. Managed Discovery 

Patent cases tend to sutTer from disproportionally high discovery expenses. As a result, the 
Advison- Council of the Federal Circuit drafted a Model E-Discoverv' Order for the district courts to use 
to manage the electronic discovciy process, and in particular, the production of email. Tlie Model Order 
begins with a discoveiy- process whereby tlie parties exchange core documentation concerning the patent, 
tlic accused product, tlic prior art, and financial information before seeking email production. At tlic 
Judicial Contcrcncc for tlic Eastern District of Texas in September 2011, Chief Judge Rader promoted 
adoption of the Model Order for patent cases in the district courts, and the Eastern District of Texas, for 
example, has adopted a form of tliis order for all cases/"’ 

Other courts have gone a step fiirther in promoting streamlined discoveiy- in patent cases by 
requiring both parties to turnover certain categories of key documents within weeks of the initial status 
conference. In the Northern District of Illinois, for example, the patentee must disclose (i) documents 
related to the sale of the claimed ini'cntion prior to the date of the patent application; (ii) documents 
related to the conception and development of the claimed invention; (iii) communications with the United 
States Patent and Trademark Office regarding the invention; and (i\0 documentation related to tlie 
ownership of tlic patent. The defendant must disclose documents sufficient to show all aspects of the 
accused ‘■‘instrumentality” that was identified by the patentee and a copy of each item of prior art of which 
the party is aware that allegedly invalidates any claim of an asserted patent. Using early disclosure 
procedures diat focus on tlic core issues and quickly provide the appropriate inforaiation can avoid wasted 
discovery' efforts and mitigate discovery' disputes later on. 

Discovery reform has not been limited to patent litigation in the federal courts, In October 2012, 
the International Trade Commission proposed amending its rules for discovery of electronically stored 
infomiation in Section 337 proceedings, which usually involve claims tliat imported goods infringe a U.S. 
patent, The proposed rules adopt man\- of the initiatives adopted in the Federal Circuit’s Model Order 
and by some district courts to reduce the burden on patent litigants. 

3. Other Initiatives 

The Advisoiy Council of tlic Federal Circuit is expected to issue additional model orders this year 
designed to curb abusive patent litigation. One model order will require particularization of infringement 
and iiivaliditv issues within a certain limited time after filing. Tliis will limit infringement issues and prior 
art to be asserted, which will ciy'stallize the key issues in lawsuits early on. 

And in a February 27, 2013 speech at the Association of University Technology, Chief Judge 
Rader advocated an additional step to deter abusive patent litigation: an award of fees when it is clear 
there has been litigation abuse, which would include those situations that Chief Judge Rader referred to as 
“litigation blackmail,” i e. , those in which there arc only the most vague assertions of patent inffingement 
coupled with a miniscule offer to settle the litigation. 


See Emei>' G. Lee III & Thomas E. Willging. Litigation Costs in Civil Cases: Multivariate Analysis 8 (Fed. 
Judicial Ctr. 2010) (“Intellectual Proper^' cases had costs almost 62% liigher. all else equal, than the baseline 
‘Otlier" category'."). 

See E D. Tex. Local Rules, Appendix?. 

See N.D. 111. Local Patent Rule 2.1. SeealsoJ}. N.J. Local Patent Rules 3.2 & 3.4 (setting forth similar early 
disclosure and production requirements). 
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C. Provisions of the America Invents Act 

Congress also acted in 201 1 by passing the AIA which included many provisions designed to 
lessen the opportunity for abusive patent litigation conduct.^^ This Act made the criteria for patentability 
more objective and transparent, increased Patent Office funding and autliorized the public's participation 
in the patent examination process, all to raise the quality' of patents to be issued in the future. Tlie AIA 
created several new procedures that allow members of the public, including tliosc who arc being sued for 
infringement, to quickly and inexpcusivcly challenge a patent’s validity before a panel of administrative 
law Judges in the Patent Office. The AIA also mandated that patent plaintiffs could no longer 
indiscriminately join unrelated parties in a single law suit, and provided for a furtlier study of issues 
relating to non-practicing entity patent assertions, which is not yet completed. 

1. Objective and Transparent Patentability Criteria 

A major focus of die AIA patent reform effort was to improve tlie quality' of patents. Much of the 
criticism of the patent system over recent years has been directed toward the quality' of patents issued 
from the USPTO. The AIA includes a number of provisions to address this perennial complaint from 
users and the public. Tlie new law begins by eliminating subjective and non-transparent tests for 
patentability in favor of a patent law in which the validity of a patent is assessed dirough information 
available to the public. The result, at the front end of the process, is greater transparency, objectivity, and 
simplicity in tlic criteria for determining when an invention is novel and non-obvious. The validity' of 
patents granted using these criteria is more predictable and their enforceability more certain. 

The initial examination process has been made more open and transparent, allowing the public to 
work with the USPTO to provide the most relevant information for patent examiners to use. By allowing 
the public to share tlieir knowledge and information with examiners before patents are granted, tlie 
likelihood that an examiner will have all the relevant information to determine the patentability in any 
given case is enhanced. 

2. Adequate and Secure Funding for the USPTO 

Tlie AIA provided tlie basis for the USPTO to receive a major increase in its operating funds. 

With the authority to establish and retain the fees it charges for its services, the Office has been able to 
significantly increase the patent e.xamining staff, embark on upgrading its antiquated IT systems, and 
prepare for the implementation of the many new programs and procedures created by the AIA. Coupled 
with the new ailes for determining patentability-', the added resources made available to examine 
applications and reduce die backlog of applications will speed tlic processing of patent grants and enable 
investments to be made in new industries with accompanying job creation. 

3. Post-grant Proceedings 

The AIA also established new' proceedings before the USPTO allowing for the public to initiate a 
review of issued patents. Tlic AIA creates three new tracks witliin tlic USPTO to challenge the v alidity of 
questionable patents. These proceedings are inter partes review, post-grant review and the transitional 
program for covered business mctliod patents. While die details of dicsc various review proceedings arc 
important to practitioners, their policy significance is that they provide a mechanism that is an alternative 
to litigation to challenge the validity of a patent in a special forum, w'ith special procedures and 
proceedings designed to address the type of review being invoked. Tlic procedures arc generally designed 
to lead to a less expensive and speedier decision than is available in most federal courts, and to allow' the 


See 11.7 supra. 
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challenger to make its arguments to a p^mel of administrative law judges experienced with the 
complicated subject matter of patentabiliU'. 

New procedural mles allow for administrative trials to be completed within one year from 
initiation of the review. Tlic rules provide for expedited discovciy, and other pre-trial disclosures 
designed to reduce the costs of these validity proceedings as compared to tradition federal court litigation. 
Tlic transitional review program for covered business mefliod patents is a special program designed to 
allow for post-grant review of patents directed to mediods used in tlic administration or management of a 
financial product or service. Only a party' that has been sued or othenvise charged w-ith infringing the 
patent can seek review under this program. Tlic program allows a party who is defending against such a 
patent in litigation to take an immediate appeal if the district court denies a stay of the lawsuit wfiile the 
patent is being reviewed in under tliis transitional program. 

4. Joinder Requirements 

The AIA addressed the abusive practice of a plaintiff joining dozens of companies together in a 
single law'suit when they had notliing in common other than the accusation of infringement. The AIA 
imposes new requirements tliat must be fulfilled before a patentee can join multiple accused infringers in 
one action. Under Federal Rule of Civil Procedure 20(a)(2)- multiple defendants can be joined in one 
action only if '‘(A) any right to relief is asserted against them jointly, severalty', or in the alternative witli 
respect to or arising out of die same transaction, occurrence, or series of transactions or occurrences; and 
(B) any question of law or fact common to all defendants will arise in the action.” 

The AIA codifies the standard in Federal Rule of Civil Procedure 2()(a)(2) into patent law and 
adds that ’‘accused infringers may not be joined in one action as defendants or counterclaim defendants, 
or have tlieir actions consolidated for trial, based solely on allegations tliat they each have infringed tlie 
patent or patents in suit.”'^’ Plaintiffs unable to meet this new requirement now must file separate lawsuits 
alleging infringement of the same patents and thus lose the tactical advantage tliat comes from wholesale 
joinder. 


S. NPE Study 

In addition to the statutory' reforms in the AIA, the legislation also required the Government 
Accounting Office (GAO) to “conduct a study of the consequences of litigation by NPEs, or by patent 
assertion entities. The study w-as to be completed by September 2012 and to include: 

(1) The annual volume of litigation described in subsection (a) over the 20-y car period ending on 
the date of the enactment of this Act. 

(2) Tlic volume of cases comprising such litigation that arc found to be without merit after 
judicial review^ 

(3) Tlic impacts of such litigation on the time required to resolve patent claims. 

(4) The estimated costs, including the estimated cost of defense, associated with such litigation 
for patent holders, patent licensors, patent licensees, and inventore, and for users of alternate or competing 
innovations. 


35 U.S.C. § 299. 

35 U.S.C. § 299(b). 
See 11.7 supra. 
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(5) Tlic economic impact of such litigation on the economy of tlic United States, including tlic 
impact on inventors, job creation, employers, employees, and consumers. 

(6) Tlic benefit to commerce, if any, supplied by NPEs or patent assertion entities that prosecute 
such litigation. 

To-date, the GAO has not released its study. The GAO estimates completion by early 2013; 
however, no exact date has been set. This study may be a valuable tool tor assessing what aspects of the 
patent system and patent litigation need to be the focus of continued improvement. 

V. Proposed Solutions To Curb Abusive Litigation Practices 

Although it is far too early to assess the fiill impact of the changes to patent litigation brought 
about by' judicial efforts to improve substantive and procedural aspects of patent infringement litigation, 
as well as legislative efforts to address patent litigation concerns, most notably by enactment of the AIA 
refonns, a number of new legislative proposals are being suggested to curb what are perceived by some 
stakeholders to be abusive litigation practices by NPEs. In the view of tlic 2V^ Century Coalition, some 
elements of tlicsc proposals warrant furtlicr discussion: but overall, calls for additional legislation tliat will 
impact tlie value and enforceability' of patent rights so soon after enactment of tlie AIA and the other 
efforts to reform patent litigation discussed above are largely premature. 

Specifically, tlie proposals currently being discussed with respect to fee-shifting in patent 
infringement litigation appear flawed because they target certain types of patent owmers - NPEs, however 
that term is defined - rather than using fee shifting to deter the types of litigation abuse that proponents of 
fee-shifting claim tliey are seeking to discourage. By singling out NPEs for disparate treatment, ratlier 
than making any losing party that asserts non-meritorious claims or defenses pay the legal fees of its 
opponent, these proposals risk undermining the fiindamental premise of the revisions enacted by the AIA: 
tlic patent law'S should be balanced and neutral, and should not be used as a means to pick wimiers and 
losers among industry segments, technologies or ty pes of patent owners. 

Similarly, proposals for legislation establishing uniform discovery limits in all patent eases, 
beyond the limits already provided in the Federal Rules of Civil Procedure, are not sufficiently targeted to 
curb discovery abuse in patent cases. The district courts arc best positioned to tailor the scope and limits 
of discovery' in individual patent cases and the courts with the most active patent dockets are doing so, 
through a combination of Local Rules, Model Orders and the recently-enacted Patent Pilot Program. 
Discovery is best managed by the district courts, not by legislation diat would supplant these ongoing 
case management efforts and limit the discretion of district court judges to manage the patent cases on 
their dockets. 

A. Balanced “Loser Pays” Rules, Focused on Curbing Litigation Abuse, Not the Litigant, 
Will Discourage Non-Meritorious Patent Litigation 

As mentioned previously, 35 U.S.C § 285 currently' empowers district courts to award attorney's’ 
fees to prevailing parties in “exceptional” cases. However, \vc believe that Section 285 is invoked too 
rarely to serv e as an effective deterrent against litigants who seek to assert specious positions - including 
questionable assertions of infringement or questionable infringement defenses. Thus, the 21"^ Century' 
Coalition has long advocated for a relaxation of the “exceptional” case standard to pcmiit fee shifting in 
more cases and thereby encourage both plaintiffs and defendants alike in patent infringement actions to 
assert only' meritorious positions. 
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Specifically, since 2006, the 21^ Centun' Coalition has supported amending 35 U.S.C § 285 to 
require fee awards to prevailing parties, unless flic court makes a finding that the losing party's position 
was ^'substantially- justified'' or that "‘special circumstances" make the fee award "unjust": 

The court shall award, to a prevailing par^-, reasonable attorneys' fees and other 
expenses incurred by tliat party, unless tiie court finds that tlie position of the 
nonprevailing party or parties was substantially justified or tliat special circumstances 
malcc such an award unjust;^^ 

The 2r’ Century Coalition supports this language and would support similar efforts to use fcc- 
shirting to address the litigation behavior sought to be discouraged - the assertion of unjustified claims or 
defenses in patent infringement cases - in a balanced fashion, seeking to curtail such behavior whether it 
comes from a plaintiff or a defendant. In other words, such abusive litigation behavior should be targeted 
regardless of the part)- that engages in it. With respect to patent owmers, there is no basis to single out 
NPEs for special treatment as opposed to patent owners who practice tlieir inventions - if either type of 
patent owner takes an unjustified litigation position, fee shifting is warranted. Any litigant asserting non- 
meritorious litigation positions should face the prospect of “loser pays" regardless of that litigant’s 
business model. 

The recently-introduced “Shield Act,”^* while well-intentioned and an improvement on earlier 
versions of tlic bill, misses tlic mark because it focuses on the litigant, not tlic litigation behavior that 
proponents of fee-shifting claim they are seeking to discourage. Under the current language of the Shield 
Act, litigation abuse is not taigeted at all. The only targets of the Act are certain types of patent owners 
who lose infringement cases, no matter if their arguments were entirely meritorious or how close the 
issues in the case may have been, The Shield Act tilts the playing field against such patent owners by 
making it riskier for tliem to assert their patents, even when their infringement allegations are well- 
founded. The proper role of fee shifting is as a tool to curb litigation abuse, not as a mechanism to 
penalize certain types of patent owners or to discourage patent enforcement depending on who owns tlie 
patent, 


The 2P' Century- Coalition believes that the focus of fee-shifting should be on curbing litigation 
abuse, rather than on deterring meritorious suits by patent owners who have not commercialized their 
patents. The assertion of non-meritorious litigation positions should be no more acceptable by an accused 
infringer than b\' a patent owner, and no more acceptable by a practicing patent owner tlian by an NPE, 
The 2r^ Century- Coalition believes that fee shifting can encourage meritorious litigation behavior and can 
discourage litigation abuse if it is applied in a balanced, principled manner, targeting misbehavior on the 
part of any litigant. 

B. The Judiciary Is Best Positioned To Adopt Rules and Model Orders To Prevent 
Discovery Abuse, 

The 2r' Century- Coalition is sympathetic to concerns about the scope and costs of discovery- in 
patent cases. In patent infringement cases, the discovery- burdens are frequently asymmetrical. NPEs 
typically have few documents and little to disclose in discovery, so tliey may propound extremely 
burdensome discovery to corporations without fearing tliat tliey will be on tlic receiving end of 
corresponding burdens. Coupled with the growlh of electronically stored information that is an easy 


Similar Icuiguage to cuiiend 35 U.S.C § 285 was proposed first in tlie Patent Refonn Act of 2006, S. 
3818, 109* Cong., 2d Sess. (introduced August3, 2006). 

Saving High-tech Innovators from Egregious Legal Disputes Act of 2013, H.R. 845, 113* Cong., U* 
Sess. (introduced February 27, 2013). 
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target for burdensome discovery, it can result in cases mushrooming out-of-controL absent active and 
engaged case management. 

The question, however, is whether the judge presiding over a particular case, or Congress, is in 
the best position to assess what is a fair and appropriate scope of discover)- in that case. To put it another 
wa\', what is the best approach to promote active and engaged case management cuid to ensure that 
discovciv is properly managed in patent cases? In our Coalition's view, legislation is not tlic solution. 
Rather, the district courts are best positioned to tailor the scope and schedule for discovery' in patent 
cases. Hence, "uniform'' legislation is not needed and would be counterproductive to the extent it limits 
tlic discretion of district court judges to manage the patent cases on their dockets. 

The Federal Rules of Civil Procedure confer considerable discretion to district courts to manage 
the civil cases on their dockets, including patent cases. Moreover, many district courts have adopted local 
patent mles to help standardize and streamline pre-trial procedure in patent litigation. Since the Northern 
District of California first adopted local patent rules in 2001, more tlian 20 district courts have adopted 
formal patent local ailes. Several other districts have implemented patent rules on a provisional basis and 
individual judges across the country have standing orders taitainount to local patent rules. As discussed 
above, the Federal Circuit Advisory- Council and the International Trade Commission recently adopted 
Model Orders governing e-discovery' in patent cases,'^' and several district courts are following suit. 

These ailes help promote an efficient discovery process in patent cases. They assist, but are not a 
substitute for, early' engagement by' the court in stnicturing and streamlining patent litigation, and 
customizing tlic case schedule to reflect tlic significant issues. Perhaps the most impactful way courts 
may keep patent cases in check and moving forward is through active early engagement in narrowing 
issues and setting an orderly pre-trial schedule. As discussed previously, tlie iO-year Patent Pilot 
Program, launched in 14 district courts in 2011,"^’ recognizes the critical importance of providing district 
court judges with adequate resources to engage in active management of patent cases. 

In our Coalition's view, these ongoing efforts by district courts across the country, as well as the 
Federal Circuit, to tailor discovery' to the needs of particular patent disputes should not be preempted by 
legislation. Tlic courts arc in the best position to manage discovery in patent infringement cases, icy arc 
Hilly empowered by the Federal Rules to do so, their Local Rules and Model Orders show that they are 
doing so, and their efforts should be supported, not preempted. 


VI. Allowing Suits Against Manufacturers of Allegedly Infringing Products 
To Take Precedence Over Suits Against Their Customers 


See, e g., the Federal Circuit's Model Order Regarding E-Discovery in Patent Cases (available at 
http://\v\v\v-cafc-uscourtS-gov/images/storics/announccmcnts/Ediscoverv Model Order pdf) - Tliis Model 
Order requires the parties to exchange core documentation concerning the patent, the accused product, the 
prior art, and damages before making email production requests. Moreover, it presumptively limits the 
number of custodians and search temis for all email production requests. However, the parties may jointly' 
agree to modify- the limits or request court modification for good cause. 

See n.6 supra. 


17 



76 


As already explained, a patent litigation practice that has deser\'edly drawn criticism is the filing 
of infringement suits against customers, retailers or users of a produet aecused of infringement, rather 
than the manufacturer or primary^ seller of the product. Unfortunately, courts have been inconsistent in 
their willingness to stay such customer suits in favor of mi action against the manufacturer of the accused 
product. Tlic problem is not unlike the practice that existed prior to the AIA's enactment of 35 U.S.C. 

§ 299 of joining large numbers of defendants in patent infringement cases w'hen the only common 
allegation w as tliat each defendant had infringed the patent or patents in suit. 

Similarly, codification of a right tor a manufacturer or supplier of a product alleged to infringe to 
intervene in an existing suit, or pursue a separate suit to resolve the infringement issue, and to have all 
other actions against customer-defendants stayed in the meantime would curtail the practice of filing 
customer suits as a means to obtain windfall settlements. The 21^ Century' Coalition has suggested the 
tbllow^ing language to accomplish this objective: 

STAYS OF ACTIONS AGAINST NON-MANUFACTURING PARTIES IN 
PATENT CASES - 

In any civil action arising under any Act of Congress relating to patents — 

(a) Uie court shall grant a motion brought by any paitv' to join as a partv'-defendant or 
counterclaim-defendant, or a motion to intervene as a party-defendant or counterclaim- 
defendant. the - 

(1 ) manufacturer or supplier of a product alleged to infringe the patent or patents in 
dispute; or 

(2) user of a manufacturing process, or manufacturer of a system or components that 
implement a process alleged to infringe the patent or patents in dispute. 

(b) Provided that the manufacturer or supplier of a product or components alleged to 
infringe the patent or patents in dispute, or the user of a manufacturing process, or 
manufacturer of a system or components that implement a process alleged to infringe the 
patent or patents in dispute, is a party to the action, the court shall grant a motion to stay 
the action as to other parties accused of infringing tlic patent or patents in dispute solely 
by offering for sale or selling products or processes alleged to infringe the patent or 
patents in dispute. 

(c) The court shall grant a stay of an action upon motion based upon a showing that the 
same patent or patents that are being asserted in the action against a distributor, reseller, 
customer or user of an allegedly infringing product or process is also tlie subject of a 
declaratory judgment or infringement action instituted by or against the manufacturer or 
supplier of the allegedly infringing product, or system or components that implement a 
process alleged to infringe the patent or patents in dispute, provided that such declaratory 
judgment or infringement action was filed no later than 60 days after tlie service of the 
complaint in tlic action to be stayed. 

This proposal would deter customer suits and w-ould promote resolution of patent disputes by the 
manufacturers or suppliers of tlie products accused of infringement, or the parties practicing methods 
alleged to infringe - z.e., the real parties in interest - by allowing those real parties in interest to interv^ene, 
as a matter of right, in patent infringement actions brought against dieir customers. Once the real party in 
interest is a party to the action, tlic action would proceed against that party and would be stay ed against 
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non-manufacturing defendants. Moreover a customer suit would be stayed in favor of a declaratorv' 
judgment or infringement action instituted by or against the manufacturer or supplier of tlie allegedly 
infringing product or system or components that implement an allegedly' infringing process. 

Coupled with 35 U.S.C. § 299, diis proposal would curb further the practice of coercing 
unwarranted settlements in patent cases by suing distributors, resellers, customers or users of the allegedly' 
infringing products. Litigation would proceed in the first instance between the real parties in interest: the 
patent owner and the manufacturer or supplier of the allegedly infringing products. 

VIIL Conclusion 


The 2L' Century Coalition appreciates the invitation to provide our views to the Subcommittee on 
these and other patent reform proposals, and looks forward to working with Members of the Committee 
as it continues to consider these issues. 
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Mr. Marino. Thank you, Mr. Johnson. 

The Chair recognizes Mr. Rao, please. 

TESTIMONY OF DANA RAO, VICE PRESIDENT OF 
INTELLECTUAL PROPERTY AND LITIGATION, ADOBE SYSTEMS 

Mr. Rao. Mr. Chairman, Ranking Member Watt, and other dis- 
tinguished Members of the Subcommittee, thank you for inviting 
me to testify on this important issue. 

I am appearing before you on behalf of Adobe and BSA, the Busi- 
ness Software Alliance. I oversee all aspects of Adobe’s intellectual 
property and litigation matters. 

The focus of this hearing is very important, enhancing our patent 
system to promote innovation and make sure patents are not used 
opportunistically in ways that disrupt the marketplace. Some may 
say that the problems in PAEs today are software patents, and 
that the solution is to stop granting patents on software or to make 
it harder to get such patents. I do not agree with those proposals 
and believe they do not appreciate or address the actual nature of 
the litigation that our industry faces today. 

There are important steps we can take. We do need to address 
the asymmetry of incentives in our patent litigation framework, 
and we have to improve the quality of our already strong patent 
system. 

For 30 years, Adobe has pushed the boundaries of computing, 
publishing, and printing. With over 11,000 employees and over 
3,000 patents and pending applications, it should come as no sur- 
prise that Adobe is a strong supporter of the patent system. 

Congress and the courts have acted with vision and foresight by 
protecting software with intellectual property rights. The creation 
of these rights has led America to have the leading software com- 
panies in the world, companies that contribute over $400 billion to 
our gross domestic product. And patents help protect that invest- 
ment. 

Recent trends in patent litigation have created a serious problem 
for Adobe. This is a new problem. Lawsuits by patent assertion en- 
tities, or PAES, take advantage of the lopsidedness in our litigation 
system, where it is more expensive to win than lose. 

We recently took a case from a PAE to trial. We won. There is 
no infringement, no damages. But it cost us $4 million to prove 
that point. 

Studies show that PAEs lose at trial 90 percent of the time, but 
who can afford to prove it? Adobe’s customers are now the targets 
of PAEs. 

Since 2009, Adobe has received more than 100 indemnification 
requests from our customers. The PAEs target the end-users, small 
retailers all across the country. 

One of our customers was recently sued. The PAE immediately, 
after filing the complaint, offered to settle for just a few thousand 
dollars. There is no way our customer could answer that complaint 
for less money than that. 

The nature of the patent is irrelevant. After reaching a few low- 
cost settlements, the PAEs acquire a new asset and repeat the 
process all over again. These repeat serial patent aggregators are 
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manipulating our patent system, but they are only adding cost, not 
innovation, to our economy. 

We recommend the following actions. We believe Congress can 
make important changes that will help curb abusive litigation. I 
note that patent law already permits shifting fees to address abuse 
of process, as was mentioned before. If there is an exceptional case, 
a court can shift fees under 35 USC 285. However, the way it is 
currently applied, it is a high standard rarely met. 

Let’s clarify this law. When a court sees litigation with these tell- 
tale signs — high demands, low settlements, no practice in the field 
of the patent — the court can act. 

Similarly, strengthening Rule 11 of the Federal Rules of Civil 
Procedure would also help. Rule 11 serves a similar purpose. Un- 
fortunately, it suffers the same problems. 

We can also look at more focused fee shifting, such as being pro- 
posed in the SHIELD Act or the SAS proposal around discovery 
costs that was mentioned earlier. 

SHIELD focuses on shifting fees if there is an assertion without 
any exploitation. That is a good focus: Is the plaintiff really using 
the patent system to validate a property interest, or are they tak- 
ing advantage of issues inherent in our litigation system? 

In any solution, it is imperative that the PAEs face significant 
financial exposure if they are found to violate the standard. Pref- 
erably, this determination is made as early as possible in the litiga- 
tion. Otherwise, the defendants will still settle in the face of a low- 
cost offer. 

And the approach also has to protect the rights of those seeking 
legitimate access to the courts. We note the SHIELD Act does have 
provisions in place explicitly protecting the original inventors of the 
patent and universities. We applaud that approach and look for 
such protections in any bill that is passed. 

Finally, we can also continue to improve the quality of patents. 
A clear patent is a good patent for the public and the public inter- 
est. Using the new tools in the AIA, patent quality is on the rise, 
and we commend PTO leadership. They have offered various pro- 
posals now on increasing the clarity of claims, and Adobe supports 
those. 

The AIA also established mechanisms for challenging recently 
granted patents through procedures of the U.S. PTO. These have 
a real chance in helping address the questionable patents before 
they even enter the marketplace. 

We need to continue to focus on improving examiner access to 
prior art, especially in the software area where it difficult to find 
the best prior art merely by searching the patent database. The 
crowdsourcing efforts they have introduced go a long way in help- 
ing that problem. 

Mr. Chairman, Ranking Member Watt, and Members of the Sub- 
committee, I thank you again for giving me the opportunity to tes- 
tify before you, and I look forward to answering your questions. 

[The prepared statement of Mr. Rao follows:] 
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Introduction 


Mr. Chairman, Ranking Member Watt and members of the Subcommittee, thank you 
for convening this hearing and for drawing attention to the importance of patents to our 
nation's current and future economic welfare. 

My name is Dana Rao, and 1 appear before you on behalf of Adobe and BSA I The 
Software Alliance. 1 serve as Vice President and Associate General Counsel of 
Intellectual Property and Litigation at Adobe Systems, overseeing all aspects of Adobe's 
intellectual property and litigation matters, including procuring, licensing, and 
defending Adobe's patents, trademarks, and copyrights, and managing all aspects of 
Adobe's litigation practice. 1 am an engineer by training and practice. During my career 
1 have written, prosecuted, litigated, and licensed patents for start-ups, semiconductor 
companies, medical device companies, and software companies. 1 am honored to be 
here to discuss this important topic. 

Background on Adobe 

Adobe just celebrated its 30th anniversary. Our story exemplifies American ingenuity 
and innovation. In 1982, two computer scientists, John Warnock and Charles Geschke, 
saw a pressing need: printers could not dehver an accurate reproduction of the images 
displayed on a computer screen. They set to work to solve that problem and their 
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PostScript software solution transformed the impact of computers, allowing them to be 
used for reproducing documenfs and images in fhe physical world, rather than being 
confined to the mere manipulation of data on a screen. But they didn't stop there. 

Next, they partnered with a promising engineer named Thomas Knoll, who, along with 
his brother, had an idea for how fo enhance and edif digital images. That idea became 
Adobe Photoshop, which has changed the world of professional and consumer digital 
imaging. 

For 30 years, Adobe has pushed the boundaries of computing, publishing and printing, 
adding other products like Adobe Acrobat and Flash. More recently, Adobe has 
entered into Digital Marketing, providing retailers and e-ta iters the ability to customize 
and optimize the content on their website for the consumers who visit them. Charles 
Geschke and John Warnock created not only an iconic company 30 years ago, but also a 
culture of innovation and entrepreneurship that lasts to this day. 

From its begirming — two scientists with a good idea — Adobe today generates 
$4.4 billion in annual revenues and employs more than 11,000 people, the majority of 
whom are in Unifed States. And we continue to invest in innovation. Last year Adobe 
invested 17 percent of its revenue in research and development, about $740 milUon 
dollars. 

It should come as no surprise, given our company's leadership and innovation, that 
Adobe believes in the patent system. We focus on filing quality patents, and have more 
than 3,000 pending and issued US Patents covering irmovations across all of fhe 
products in our portfolio. We strongly believe that the patent system gives us the 
freedom to invest in R&D, knowing that our key differentiating innovations can be 
protected and that the patent system will be there to help us earn a return on that 
investment. 

U.S. Patent System in Perspective 

BSA and its members beUeve that the United States has the best patent system in the 
world. At the same time, our system, like any system, can be improved through 
targeted reforms and practices. 
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We also believe that a patent system that functions properly is a system that works for 
both larger companies like Adobe and small start-ups popping-up every day 
throughout America. 

The focus of this hearing is on ways our patent system can be enhanced to ensure 
patents perform their intended role of promoting irmovation and are not used 
opportunistically or in ways that disrupt the marketplace for both small and large 
businesses. We believe this is a very important issue and a multi-faceted one. 

The Issue is Not Software or Software Patents 

Software is so ubiquitous that it is easy to forget the unportant role software plays in 
our everyday lives. Software runs our computers, printers, smartphones and tablets. 
But that is just a small part of the story. The elevators in this building run on software. 
Our cars save fuel because of software. Satellites that aid in communication, gather 
data, or provide a source of entertaimnent for millions run on software. Our power 
grid is maintained through software. And, manufacturing companies rely on software 
to make paper towels absorbent and strong, airplanes airworthy, anti-lock brakes safer, 
and detergent bottles light and resihent. 

There has been a lot of talk about disruptive litigation and the role of software patents 
in this trend. Given the ubiquitous nature of software, it is hardly surprising that 
patents on innovations implemented in software are being selected by opportunistic 
litigants as the tool of choice to accuse a vast number of deep-pocket defendants. If you 
have a strong patent on a popular software feature, there is an excellent chance that a 
lot of companies may be using that feature. This has led some to argue that software 
itself is the problem, and that it is somehow unworthy of patent protection. Nothing 
could be further from the truth. Patents are not issued on software per se; they are 
issued for processes and apparatuses, which must be novel, useful and non-obvious, in 
order to receive patent protection. These criteria apply to all inventions, including 
those that have software elements. 
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Let there be no doubt. Software is innovative, and software innovations should be 
patentable. For example, Adobe has filed for many patents on its highly complex 
Photoshop product. These include patents that apply to technology such as the 
"healing brush" to make clearer a blurred portion of an image, or to the Adobe 
Analytics product, covering how to properly characterize a web visitor's interaction 
with goods sold on a website into a manner that is searchable and usable later, allowing 
customers to detennine the right content and offers for the next visit. 

At the same time, patents are not -- and should not be - granted for abstract ideas or 
mere lines of code. Buf they are available to protect the advances developed by this 
country's highly skilled software engineers. T am sure the Photoshop engineers would 
be surprised to find fhat people considered the work they do on optics and imaging, 
even though it is in the digital realm, to be less worthy of patenting than the invention 
of a new foothbrush or an idea for a new plow. 

So I recommend two thoughts we should all keep in mind: patents are granted to novel 
inventions that implement software, and software is ubiquitous and critical to our 
economy. 

Current Efforts to Improve the U.S. System 

Today, our nation's patent system works well. And through the hard work of this 
Committee, the America invents Act is making it better. In addition, over the course of 
the past eight years, this Committee's thoughtful deliberations have had a profound 
impact on the courts, with a steady stream of cases correcting past imbalances in patent 
law, including on critically important issues such as damages, injunctions, venue, and 
the scope of patentability. These changes, along with the AlA, have vastly improved 
the landscape of patent law from where it was just a few years ago. However, even in 
that time, new challenges have emerged, and we must consider new solutions to 
address them. 

To ensure that our patent system encourages innovation, not litigation. Congress, the 
courts, USPTO and industry all have a role to play. Courts today continue to work 
through critically important issues on scope of patentability. For example, in CLS Bank 
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Int'i V. Alice Corp. the US Court of Appeals for the Federal Circuit will consider the 
standard for patentability of software-related inventions. BSA submitted an amicus 
brief arguing that the court should take a balanced approach, taking into account all 
relevant considerations when determining patentability. Software is no different from 
the many transformative technologies that have come before it — sewdng machines, 
semiconductors, airplanes and telephones, to name but a few — and they were all found 
to be deserving of patent protection. The software industry is now a critical sector of 
our economy, contributing more than $400 bilhon to our nation's gross domestic 
product, employing more than 2,000,000 US workers, and paying salaries that are 
roughly 200 percent of the national average. This vital industry needs intellectual 
property protection to continue its development, and ensure American leadership in 
this area for years to come. 

The USPTO is also working hard to improve our patent system. Implementation of the 
AlA has been a key driving force for well-considered improvements, and USPTO's 
leaders have proven to be a dedicated force of positive change, working hard to 
improve internal processes and to build productive partnerships with innovators and 
other stakeholders. 

Following enactment of the ALA, submission of prior art by third parties has been an 
area of USPTO focus. One of the key criticisms of software patents is that it is hard to 
assess patentability because examiners do not have access to prior art for computer- 
related inventions. For example, recently we encountered a patent that was being 
asserted against Adobe, and discovered that we ourselves had prior art from Photoshop 
2.0 which shipped in 1991. The USPTO, obviously, did not have access to the 
Photoshop 2.0 manual or the product, and therefore did not know that this particular 
software patent was practicing a known technique. It is difficult for the USPTO, 
especially in the early years of a technology's development, to keep pace with the 
publically available non-patent prior art. The AIA's provisions enabling third parties to 
submit prior art information to an examiner appears to be helping. In November 2012, 
USPTO Director Kappos reported that in the first two months in which third parties 
could submit prior art to the USPTO, the agency received more than 150 submissions 
covering a wide range of technologies, including software. 
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There is still caution in the business community about submitting prior art to the PTO 
in this process. As you know, a presumption ol validity attaches to an issued patent. 
This allows courts, properly, to give deference to the USPTO examination process. We 
all understand the burdens examiners are under in keeping up with the volume of 
patents and prior art references, and companies are concerned that if the examiner fails 
to appreciate the prior art they submit, the later-issued patent will be presumed valid 
over this art. 

The AfA also established mechanisms for challenging recently granted patents through 
procedures at the USPTO. These mechanisms enable the USPTO to filter out dubious 
patents that create unjustified risks in the marketplace without having to resort to the 
courts. And because the AlA requires the USPTO to render decisions in very short time 
periods, the delays associated with Federal court litigation do not e.xist. BSA strongly 
supported the establishment of post-grant procedures for challenging patents. At this 
early stage in their implementation, the impact of post-grant procedures on improving 
patent quality remains unclear. The fact the AlA estops parties from raising defenses 
in later litigation if they "could have reasonably raised" those issues in the post-grant 
proceedings creates risk and makes it less likely parties will use the post-grant 
procedures. The potential cost of these procedures could still make them an 
unattractive option for small companies to defend themselves against patents. We 
strongly encourage the USPTO to administer the post grant and inter partes re-exam 
processes in a way that minimizes the costs of participating and makes the procedures a 
viable and attractive alternative to litigation. Minimizing discovery required and 
focusing on ensuring that these important administrative procedures do not duplicate 
burdensome requirements of judicial proceedings will certainly help. Properly 
administered, the post-grant process has the promise to provide a meaningful method 
for reducing the marketplace risks associated with improperly issued patents. 

Addressing Patent Litigation Abuse 

But we need to look beyond these efforts. Today, the increasing trend of abusive 
litigation is a challenge for our industry. Companies like Adobe are overwhelmed by 
demand letters and suits by entities that neither practice the claimed inventions they 
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own nor have any intention of doing so, but instead focus on making a quick profit by 
aggressively asserting a questionable patent. These patent assertion entities (PAEs) are 
also shifting their focus from large companies to small companies, start-ups, retailers 
and e-tailers, who are now forced to confront this form of patent abuse as they never 
have before. 

Suits by PAEs take advantage of lopsidedness in our litigation system. The PAE is able 
to acquire a patent for little up-front investment. PAEs know their investment and the 
target's defense costs are asymmetrical. PAEs typically have very little in discovery 
costs but at the same time they have the ability to make defendants like Adobe spend a 
lot of resources responding to very broad discovery requests. In other words, the cost 
to defend against a PAE suit far exceeds the PAE's cost to prosecute the patent. By 
stretching the interpretation of the claims of the patent beyond the intended invention, 
an aggressive PAE is able to target a large number of potential defendants and increase 
its potential windfall. Often, PAEs do not want their often weak or questionable 
patents to be scrutinized. Indeed, studies show that PAE patents taken to trial fail more 
than eighty percent of the time. Instead, their goal is to have defendants pay settlement 
fees, as large and as fast as possible. By suing 100 defendants for $50,000, they can make 
a quick $5 million without ever testing the merit of the patent. And these quick profits 
are used to buy additional patents, which are then similarly monetized. As this cycle of 
threats escalates and expands, no businesses are furthered, no jobs are created, and 
progress of science or the useful arts is not promoted. 

Patent assertion lawsuits impose substantial costs on both innovators and our 
customers, and the problem is growing. Adobe's experience illustrates this point. 
Through the first 26 years of its history, Adobe faced 19 patent lawsuits. Since 2009, 30 
patent infringement suits have been filed against us. Before 2009, we had received eight 
demand letters alleging patent infringement. In 2012 alone, we received 33 such letters. 

Increasingly, these suits are directed at our customers, who in turn look to us to 
indemnify them of liability for using our products. Since 2009, Adobe has received 
more than 100 such indemnification requests, hr one recent example, hundreds of 
retailers were sued by a particular PAE. Each of these retailers faced the choice of 
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settling for relatively low amounts, less than $100,000, or ending up in expensive 
protracted litigation costing as much as $5 million per suit. In this particular set of 
suits, Adobe stepped in and indemnified the defendants who were our customers. This 
was the right thing to do. But it constitutes yet another litigation expense for Adobe, 
and we are now defending against these lawsuits in six different courts across the 
country. 

In addition, abusive PAE lawsuits cause us to divert the time and energies of our 
engineers away from working on great new products to sitting through hours and 
hours responding to discovery requests, depositions, and court proceedings. We need 
our engineers to innovate -- not talk to lawyers. We need the money we are spending 
on defending ourselves and our customers in meritless litigation to be spent on hiring 
engineers and creating amazing new products for our customers. And we need your 
help to change this landscape. 

Beyond the measures 1 outlined above, there are several ways Congress, the courts, and 
the USPTO can improve the system. PAEs are ingenious and adaptable. Today their 
suits target our customers as well as companies hke Adobe, while just a few years ago 
they targeted only developers of technology. We believe that each of these suggestions, 
if implemented, would make a difference. 

Improving Pafenf Quality 

First, we think that the USPTO should continue to focus on ways to improve the quality 
of the patents it issues. PAEs find their ammunition in questionable patents. The more 
clarity we can require in patents, the better we will all be served. Patents should be 
granted for innovations clearly stated. 

The USPTO has proposed, in its laudable Software Partnership initiative, some ways to 
improve the assessment of whefher an apphcafion meets the requirements of Section 
112 of fhe Patent Act to fully describe how a claimed inventions works. 

We support the PTO in this effort. Adobe would be happy to work with the USPTO 
toward the development of procedures to better identify the support in the specification 
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for each claim element. Adobe would go further and would ask that the examiner 
acknowledge that they have reviewed our assertions and agreed with them by initialing 
each claim chart or by acknowledging this in some other maimer. This is not a change in 
the law, but simply more careful and rigorous enforcement of all of Section 112. hr 
addition, FTO should be very skeptical of applicants broadening claims at any point in 
the examination process and really require applicants to show literal support in the 
specification for these amendments. Requiring clarity in patents will help, down the 
road, in increasing the difficulty of finding the ambiguously drafted patents that fuel 
the PAE business model. 

In addition to giving examiners better guidance, we think the USPTO should allow 
examiners more time to decide on the merits of applications of software-implemented 
inventions. We understand that owing to the volume of patent filings, it is sometimes 
difficult to spend adequate time on the examination process. We believe that the patent 
community would be better serv^ed if the examiners could dedicate more time up front 
to the initial examination, looking at 112 issues in addition to Sections 102 and 103 
questions. It takes Adobe about forty hours to write a patent application. My 
understanding is that the average amount of tune devoted to examination of the patent 
is a fraction of that. 


One of the main functions of patents is to inform the pubhc of both the technologies that 
are subject to patent protection and who owns those technologies. Disclosure of the real 
party in interest for a particular patent would reduce the likelihood of opportunistic 
behavior and gamesmanship and help to facihtate licensing. We beheve it would be a 
significant step forward if patent owners voluntarily disclosed the patents they hold, 
and in the absence of such voluntar)' steps, if the USPTO would pursue ways to achieve 
this goal within the scope of its current authority. 

Finally, continued focus on improving examiner access to prior art would be beneficial. 
The crowd sourcing and public prior art programs the USPTO has instituted are useful 
steps to help address this problem. 
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In offering these recommendations for process improvements, we do not believe there 
should be any special treatment of software. The examination challenges we face in 
software are not unique to software. Other complex areas, such as biotechnologies, 
pose similar challenges to examiners. These changes will help all industries. 

Legislative Reform 

W e also beheve that Congress can make some important changes that will help curb 
abusive litigation practices. 

To address the asymmetry in PAE litigation, we believe Congress should enact rules 
providing judges the ability to impose fees on opportunistic parties to litigation. Under 
today's law. Section 285 of the Patent Act empowers judges to make a plaintiff pay 
litigation costs in exceptional circumstances. But as interpreted today, this is a very 
high standard, rarely met. A defendant must prove both that the plaintiff could not 
have reasonably expected to win and that the plaintiff knew or should have known 
about that lack of foundation. That is not likely to happen, and the PAEs know it. If we 
can appropriately tailor this standard to address the abuses in the system, we could 
rebalance the asymmetry and curb opportunistic suits. 

Last week Reps. DeFazio and Chaffetz introduced the "Saving High-tech Innovators 
from Egregious Legal Disputes" (SHIELD Act). The bill recognizes that the best way to 
curb frivolous litigation is to create a system where PAEs face consequences if their 
suits truly lack merit. Given that it costs $5 million to defend a patent through trial, and 
the average settlement demand is less than $1 million the PAEs have an economic 
advantage over the targeted defendants. If, how^ever, the PAEs faced the real possibihty 
that the $5 milhon w'ould be shifted to them if they w'ere unsuccessful, 1 beheve they 
wTll think twice about bringing law^suits based on meritless patents. And it would just 
take one defendant of the hundreds of targets to challenge them to take the profit out of 
the aggressive litigation model. It is important to note that the bill includes unportant 
safeguards that allow' individual inventors to continue to assert their rights as they do 
today. The real problem is repeat, serial, patent aggregators who are adding only cost, 
not innovation, to our economy. The DeFazio/ Chaffetz bill would help change the 
calculus of how' these litigations are brought and help address the PAE litigation 
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problem in a meaningful way. 


Strengthening Rule 11 of the Federal Rules of Civil Procedure would also help. Rule 11 
imposes an affirmative duty on plaintiffs not to file a suit aimed at harassing or 
imposing undue costs on a defendant. The Rule empowers judges to impose substantial 
sanctions if the Rule is violated. We believe a plaintiff that is seeking $100 milhon in 
damages, but is willing to settle for $50,000, is probably not filing a well-founded 
complaint. More than likely he is using the litigation system as an ATM machine. 

Thus, we urge this Conunittee to look at whether the standard for applying Rule 11 is 
too high and what steps can be taken to ensure it is applied as intended in instances of 
opportunistic patent suits. We applaud the Federal Circuit for its recent decision in 
Raylon v. Compins Data where it set forth some guidance on when a Rule 11 violation 
has occurred in the filing of a frivolous patent lawsuit. In addition, more guidance 
should be provided to judges to ensure that, when a violation is found, fees are in fact 
shifted and those fees are reflective of the fuU costs incurred by the defendant. 

Conclusion 

Mr. Chairman, Ranking Member Watt, and members of the Subcommittee, 1 thank you 
again for giving me the opportunity to testify before you today on ways to make our 
patent system work even better. 1 look forward to responding to your questions. 
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Mr. Marino. Thank you, sir. 

We are now going to move to the questioning from the panel. I 
ask my colleagues to do their best to keep those statements and 
questions at 5 minutes. 

And the Chair now recognizes the Ranking Member of the Sub- 
committee, Congressman Watt. 

Mr. Watt. Mr. Chairman, I think I am going to pass and go last. 
So if Mr. Johnson is ready, I will defer to him. 

Mr. Marino. The Chair recognizes Mr. Johnson, Congressman 
Johnson. 

Mr. Johnson of Georgia. Thank you, sir. 

Mr. Marino. My traveling companion. 

Mr. Johnson of Georgia. Yes. 

At this time, I would like to, while reserving my 5 minutes, yield 
to the lady from California, Congresswoman Lofgren, if that is ac- 
ceptable. 

Mr. Marino. The Chair recognizes Congresswoman Lofgren. 

Ms. Lofgren. Thank you, all of you. I am sorry to be late. I was 
meeting with John Chambers, so I know that Mr. Chandler will 
forgive me for that. 

And also, to have Adobe also in my district, represented here, is 
awesome. 

And, of course, Mr. Johnson. We have worked together. 

I have this one question, if I can. Mr. Chandler, I read your testi- 
mony, which was excellent. You mentioned in the testimony that 
there was a patent troll threatening small businesses with Wi-Fi 
patents that have already been licensed. I am interested in this 
case, the specifics of this case. Could you even tell us who is doing 
this? 

And I will end very promptly, because I do not want to abuse Mr. 
Johnson’s courtesy to me. 

Mr. Chandler. Sure. Thank you very much. 

The company involved is called Innovatio, but it is one individual 
who is a former intellectual property counsel at a chip manufac- 
turer called Broadcom who bought 31 patents that were nearing 
expiration. They were no longer useful for protecting in the mar- 
ketplace that Broadcom was in. Broadcom had broadly cross li- 
censed them to other chip companies — Qualcomm, STMicro, Agere, 
and others. 

And the Wi-Fi chips involved sell for a few dollars apiece and are 
used by manufacturers to create devices that allow people to use 
wireless Internet. Many of the patents had been declared by 
Broadcom to be standards essential and had been given to stand- 
ards bodies on that basis. 

Because they could not go to the chipmakers or did not want to 
go to the chipmakers, because they would have gotten a royalty of 
a few cents apiece, and manufacturers like us or Motorola Solu- 
tions or Netgear would have said go talk to the chip people, they 
decided to try to intimidated 13,000 small businesses around the 
country, similar to a scheme of telling people that they can’t collect 
their Social Security benefits unless they sign up for a certain serv- 
ice. That type of scam has been well known for a long time. 

By offering a license, in many cases, for products that were al- 
ready licensed — but if you run a cafe, and Caribou Coffee was one 
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of the companies they want to. Caribou does not know what chips 
are in the boxes that are in their closets that offer Wi-Fi. 

And the choice was pay $2,000 or $3,000 per location, or we will 
sue you. And if you want to defend it, you can. Here are the docu- 
ments you need to review, and it listed the length of each docu- 
ment, adding up to thousands of pages. And it told people what it 
would cost to litigate a patent case. So many of them just paid up. 

Now, we were pretty outraged that our customers were being 
treated that way. My first job as general counsel really is to make 
sure our customers get taken care of So we brought an action 
against them for breach of contract, because they did not fulfill the 
obligations to the standards bodies that Broadcom had put out, and 
also for racketeering. 

The breach of contract claims are moving forward. The judge in 
the case decided that they were petitioning the government by 
bringing this patent litigation or by preparing for litigation. And 
since Innovatio did not know for sure whether a particular cus- 
tomer’s Wi-Fi device included a licensed chip or not, he did not 
view it as enough of a sham to allow the racketeering claim to go 
forward. 

But I think the case illustrates well the way a financially driven 
operator will use the procedural opportunities in the patent system 
to try to shake down people who really do not owe any money. And 
that is where I think the focus of the Committee should be, on how 
to fix these procedural abuses so that companies that are really 
aiming only at litigation — it is their only business — cannot estab- 
lish the value of a patent, as Mr. Gertz described, because of the 
litigation value, but to get that value tied back not to procedural 
abuse, but tied back to what the value of the invention is. 

Ms. Lofgren. Thank you very much. I was just listening, and 
the testimony was uniformly excellent. 

I do not know what the remedies are. But as I am listening to 
you, I am thinking maybe we ought to have a vexatious litigant 
statute, as we do in California, as an additional part of our arsenal 
in the Federal system. 

And with that, I yield back, Mr. Chairman. Thank you for letting 
me go out of order. 

Mr. Marino. Thank you. Congresswoman. 

The Chair now recognizes Mr. Chaffetz. 

Mr. Chaffetz. Thank you, Mr. Chairman. And I appreciate the 
panel and all the expertise that has come here before us. 

I think, clearly, with the one example of Mr. Gerst’s testimony, 
we have exemplified the idea that there is a major problem here. 
It is a Federal problem. It is something that can be remedied. It 
is something that must be addressed. 

I thought, actually. Ranking Member Conyers made an impor- 
tant point that I want to respond to. One of the assertions that he 
said is that we have to be careful that we are protecting the little 
guy so that they have some resources and the ability to go after 
some of the big boys. But then we also have to make sure that 
there is some balance there. 

There is a statistic that I think is particularly pertinent here. 
Look, I introduced the SHIELD Act with Congressman DeFazio in 
a bipartisan way. I think it is a great piece of legislation. If it 
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needs further perfection or input, we are totally open to that. But 
we want to help solve this problem. 

But interestingly, statistically, 55 percent of unique troll defend- 
ants made $10 million or less. Now, I appreciate, we have some big 
companies here, from Adobe to Cisco and others, that are very im- 
portant. They are part of the growth of this country. They are a 
success in our economy that is thriving. We have to make sure that 
they continue to thrive globally. 

But think about that: 55 percent of the defendants are making 
less than $10 million. And they need to be able to defend them- 
selves. 

So, Mr. Gerst, to suggest that everything is fine. Your quote was 
that it is working well. It is not working well for those people. They 
do not have the resources that Cisco has. 

And the SHIELD Act, if a company inventor does at least one of 
the following things, nothing changes: They are the original inven- 
tor or assignee; they are involved in exploitation of the patent; they 
are a university or tech transfer organization. It does not affect 
them. 

But there are trolls out there. There are problems out there. 

Sixty trolls brought 62 percent of the 2012 patent litigations — 62 
percent. That is what is going on in our courts. 

A Boston University study found that NPE litigation is growing 
rapidly, affecting 5,842 defendants in 2011. The direct costs of NPE 
patent assertions are substantial, totaling about $29 billion. And 
55 percent of those defendants are making less than $10 million. 
There is a huge, massive problem that we can solve with a very 
simple, straightforward approach. 

I think I would go first, actually, to Mr. Chandler. Again, there 
are some that doubt that there is a problem. If you could, in your 
own way, because you are dealing with lots of vendors, you have 
a lot of suppliers, people contracted, give us a perspective, if you 
can, also, on what the little guys are going through, because I 
think Mr. Conyers brings up an important point, but I think that 
is an argument actually in favor of the SHIELD Act, not in opposi- 
tion to it. 

Mr. Chandler. Well, I agree with you. Just to add to the infor- 
mation you just shared, from 2005 to 2011, 82 percent of the tar- 
gets of the non-practicing entities, the PAEs, had less than $100 
million of revenue, as opposed to Cisco. 

You are right. We have the resources to defend ourselves. I was 
able to spend a third of a billion dollars on legal fees in the last 
6 years on suits with companies that do not produce products. 

I think the key focus ought to be on the procedural abuses that 
run up the costs. I think Mr. Boswell spoke very effectively about 
the discovery costs and the imbalance in discovery. 

In that ITC case I referred to, we produced over 3 million docu- 
ments, had to provide over 20 of our employees as witnesses, all 
before the ITC ever even looked at the issue of domestic industry 
and threw them out. 

I had $13 million of expense there. 

So I think you find a situation where — I have one case that is 
in trial right now, as a matter of fact, where all of the patents in 
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suit have been subject to reexam and at least partially declared in- 
valid. And yet, the case is proceeding. 

Those reexams are moving much more quickly, thanks to the 
America Invents Act. I think that when a party makes a decision 
they want to go ahead, even though a case is in reexam, they ought 
to be bearing the cost of the litigation. The same with the discovery 
approach that Mr. Boswell referred to. 

Mr. Chaffetz. And, Mr. Boswell, you gave a very vivid expla- 
nation of the problem and challenges that you are facing. 

I want to have, given the remaining seconds that I have, the gen- 
tlewoman from JCPenney to give us her perspective, because this 
is not a problem that is just in the tech sector. Again, tech is one 
of the most important, thriving parts of our economy. Let’s talk 
about outside of tech, because it is also affecting them. 

Ms. Dhillon. Thank you. And I do agree with your comments. 

As I indicated, retailers and other businesses that are not typi- 
cally what you would think of as high-tech companies are being se- 
riously affected by the menace of the patent trolls. 

I think that a number of the proposals that have been put for- 
ward here today could definitely help retailers like JCPenney and 
other companies that are similarly situated. And I think, in par- 
ticular, what is important is looking at limitations around suits 
against downstream users before the litigation against the licensor 
has been fully exhausted. 

Mr. Chaffetz. Thank you. 

Thank you, Mr. Chairman. I yield back. 

Mr. Marino. Thank you. The Chair will now recognize Congress- 
woman Chu from California. 

Ms. Chu. Thank you, Mr. Chair. 

Mr. Chandler, I am concerned and outraged by these frivolous 
suits that are filed against the end-users of products, these 13,000 
demand letters that were levied against those who rightfully pur- 
chased your products, such as wireless routers. 

My question is, do the patent trolls have an actual legal claim 
against the customers? Would it actually even stand up in court? 

Mr. Chandler. Well, certainly not if they are already licensed. 
But the patent statutes, I think, appropriately, will allow anyone 
who makes, uses, or sells, a product that infringes to be subject to 
suit, and so that can include anyone in the chain of distribution. 

But what the assertion entities want to do is sue the people as 
far down the user chain as possible, because they have a bigger 
revenue base. 

Why sue the maker of the chip that is a $5 chip that Broadcom 
might have licensed to get a royalty that is $.50 when you can sue 
a Cisco that sells a box for $100 that allows Wi-Fi. 

But why stop there? Why not sue the coffee shop and try to get 
some of their revenue? 

That is an issue of how damages are calculated. And what we 
need to do is move toward much more clear standards, so that, in 
advance, it is known what that revenue base is that will be subject 
to the patent infringement claim. Even if you sue Caribou Coffee, 
the damages should still be based on the value of that chip. That 
is the unit that includes the patented invention. 
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And until the courts or the Congress make clear that that is the 
only way that the damages will be calculated, there will still be an 
incentive for these assertion entities to go for the biggest possible 
revenue base and to be suing innocent end-users who have very lit- 
tle means to defend themselves. 

Ms. Chu. Should there be a test case in court? 

Mr. Chandler. Well, there are cases moving forward. Chief 
Judge Rader at the Federal Circuit helped with this a few years 
ago. Judge Posner of the Court of Appeals, sitting by designation 
on a District Court case, made this clear. 

But at the moment, the law of the land is a case called Georgia- 
Pacific that gives the jury very wide latitude in looking at 15 dif- 
ferent factors. Because of the uncertainty that that causes, at this 
point, it is a casino when you walk into litigation. You have no idea 
how those damages will be calculated, and that creates a huge in- 
centive to settle, especially when you look at the cost of litigation. 

So there are cases out there. I think that is one that courts are 
going to work through. We tried very hard with the Congress for 
over 7 years to work on it, and very hard to balance the various 
interest groups. Our hope is the courts will fix that in years to 
come, if Congress does not. 

Ms. Chu. And is there a way that the end-user could protect 
themselves? 

Mr. Chandler. Well, I think Mr. Johnson made some very help- 
ful observations on that. One thing that Congress could perhaps 
provide is that the end-users could force the cases to be stayed, so 
that the litigation would be with the manufacturer of the device. 
And we would certainly be open to working with Mr. Johnson on 
a proposal that could work for all industries, that maybe Congress 
could enact. 

Ms. Chu. Yes, sir, in fact, I do want to pursue that with Mr. 
Johnson. 

You said that a solution would be allowing suits against manu- 
facturers of the allegedly infringing products to take precedence 
over suits against the customers, and that then a manufacturer 
would have the right to pursue a separate suit, or intervene in an 
existing suit. 

If your solution is enacted, do you foresee companies willingly in- 
tervening in an existing suit or pursuing suits on their own? And 
what would be the incentive for them to intervene? 

Mr. Johnson. Well, I think whether they institute new suits or 
choose to intervene may depend a lot on the venue of the original 
suit, and their view of the convenience of the forum. 

I think quite frequently the manufacturers would bring suits, 
probably declaratory judgment (DJ) suits, and their home jurisdic- 
tions, where it would be convenient to pursue them. And if that 
would result in the automatic stay of the customer suits, then I 
think it would be an expeditious way and a less expensive way to 
resolve the litigation. 

And Mr. Chandler and our other witnesses point out, it would 
avoid large numbers of litigations against very small users who are 
not in a position to join the issue, and it would allow one lawsuit 
to resolve the matter once and for all. 
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Ms. Chu. And would companies even know about these demand 
letters? 

Mr. Johnson. Excuse me? 

Ms. Chu. Would companies even know about the demand letters 
being sent to the end-users? 

Mr. Johnson. Yes. Usually, I think most of us who make and 
sell products find that our customers are pretty quick to let us 
know when they have been sued. 

Ms. Chu. Thank you. I yield back. 

Mr. Marino. Thank you. 

The Chair now recognizes Congressman Issa from California. 

Mr. Issa. Thank you. I will follow up with Mr. Johnson. 

Do you envision any kind of test for the question of whether a 
DJ would take precedent? For example, would there have to be a 
relationship between the retailer which you have a responsibility 
to indemnify him? And could that be a test, if we were to enact it 
into law, that could codify that? 

Mr. Johnson. I do think we would have to look closely as we 
move forward in developing legislation, because there are a variety 
of relationships between suppliers and their customers, and there 
may, as you point out, be indemnities. There may be UCC implied 
indemnities. And there may be some situations where the compo- 
nents have been supplied pursuant to the specifications of the cus- 
tomer where it would not be appropriate. 

Mr. Issa. Well, I want to thank you for that answer, because that 
begs the point for us in legislation. 

I would not want to see an automatic stay, based on the manu- 
facturer’s DJ. In fact, there could be a material difference in the 
two cases, and if I were a retailer, or someone else in the supply 
chain, I wouldn’t want to be prejudiced by a case being argued 
somewhere else. On the other hand, you do not be prejudiced by 
it. 

But I do think you are onto something very important. As a man- 
ufacturer, they never shopped my venue. As a patent holder, I have 
to be honest, when I found myself with Chrysler in a DJ in Detroit, 
I was not happy, so I am well-aware why each of us would look at 
that. 

Let me go back to Mr. Chandler. Currently, we do have this di- 
lemma that the ITC is where you go for an exclusion/injunction. 
And you go to District Court for damages and you use one against 
another. 

It is an oddity of Congress that we have jurisdiction over one 
part. Another Committee has primary jurisdiction over another. 
The two questions I have for you are, should we as a Congress ac- 
tively take on to resolve this, so that never again could somebody 
essentially shop both to the detriment of, to be honest, cost to the 
government, and for a resolution not envisioned post-eBay? 

Mr. Chandler. Certainly, there has been a trend in the last 5 
years, since the eBay decision, to a very significant increase in the 
caseload in the ITC, both in terms of the number cases and the 
number of defendants involving nonpracticing patent industries. 

Mr. Issa. And I do not want to limit it to nonpracticing. If you 
take the Qualcomm-Broadcom suit, you had two large — and there 
were others. There was Kodak. There were others. You have large 
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domestic entities in which they clearly both are domestic, and im- 
portation is simply a matter of a portion of the supply chain in 
America today, including for your company. 

Those are really the cases where I want to know, because we can 
talk about trolls. We can talk about people who do not manufac- 
ture. The ITC requires there be a domestic entity in order to get 
standing. 

But let’s assume that you are talking about two S&P 500 compa- 
nies, substantial assets, more than enough to pay any damages. 
And yet one of them goes to the ITC in order to, essentially, twist 
the knife and get a settlement. It could be your company doing it 
to somebody else, on occasions. 

Mr. Chandler. The ITC has a specific mandate to move quickly 
to stop foreign knockoffs from coming in. Now, some parts of the 
supply chain, as you alluded to, there simply are no domestic 
sources of components. And the fact that a very small component 
of an essentially domestic product comes from abroad, and is al- 
leged to infringe, can subject you to the ITC. 

I wouldn’t say that the ITC’s reason for existence is obsolete. 
And, certainly 

Mr. ISSA. No, and I’m not suggesting. 

And my time is very limited. What I am suggesting is that, cur- 
rently, in some of the cases I mentioned, the ITC told us they were 
without power to do anything other than to use the sledgehammer 
they were given. And we, in the Congress, have the ability to give 
them an additional tool. 

For example, the ITC finding that there is substantial domestic 
assets sufficient to pay any damages could choose to stay their 
case, and recognize that their need is only when, if you will, there 
is an import situation in which money is not going to be paid be- 
cause there is not as substantial import. 

And to be honest, the Open Act, something that I sponsored in 
the last Congress, and will re-drop in this Congress, envisions that, 
in the case of intellectual property — classic movies, music — that the 
ITC may have a greater role, because it is, by definition, coming 
from entities that you can’t touch other than through exclusion. 

Mr. Chandler. I agree with you completely that rationalization 
of the dual jurisdiction and duplicative litigation would make an 
awful lot of sense. There is no reason that these cases need to be 
carried out in two different fora simultaneously. 

Mr. IsSA. Thank you, Mr. Chairman. 

Mr. Marino. Thank you. 

The Chair recognizes Congressman Deutch from Florida. 

Mr. Deutch. Thank you, Mr. Chairman. 

Mr. Chairman, I want to thank all the witnesses for appearing 
today. It is actually very helpful hearing. 

And I understand there are a number of elements in our patent 
system that have contributed to the troll problem that so many of 
you have already discussed. And patent quality, particularly in 
emerging technologies, has been a problem with PTO. That has 
come up, today, as well. And I know it is an issue that they have 
been working on to remedy. 

But even if we assume that, going forward, the quality of all new 
patents is unimpeachable, there is still a question of what to do in 
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the interim to deal with vague patents, overbroad patents that 
have already been issued. 

So there are lots of proposals, lots of ideas. You have laid out 
some. The SHIELD Act has been introduced by my colleagues as 
a way to, in that case, limit litigation using the questionable pat- 
ents. 

I remember the discussions that we had during the America In- 
vents Act about reexamination of limited types of patents. Every- 
one that I have talked to about this troll problem, all the folks who 
have been in office, people that we have met with, seem to agree 
that there is no silver bullet here. There is no one thing that can 
be done. 

We have to look at all the options to minimize abuses. But there 
would also be unintended consequences, if we are not careful. 

Mr. Gerst, you spoke about the unintended consequences that 
would stem from the SHIELD Act. If we had this fee-shifting provi- 
sion, the impact that that would have on small and medium-size 
businesses would be exactly the opposite of what we would want 
to encourage and the kind of innovation that we are actually trying 
to encourage, by having these discussions to begin with. 

Mr. Rao, I wanted to ask you about one small aspect of the entire 
ecosystem. I understand it is not a significant issue in this whole 
broad discussion. But I think the troll problem in the patent sys- 
tem as a whole would benefit from greater transparency, signifi- 
cantly greater transparency. 

And in my background, coming from real estate law, there was 
always very obvious title for all property. Records were kept up to 
date. They were easily searchable. And similarly, I understand the 
copyright has diminished remedy for failure to register in a timely 
manner. 

But in the patent world, in the patent universe, the records seem 
woefully lacking. 

Why can’t we — let me phrase it more positively. Is there a way 
to have a more transparent system to record patents, so we know 
who it is who we are talking about, we know who these trolls are, 
and there’s a clear line, and that we don’t simply — they don’t sim- 
ply wait until there is a lawsuit to go ahead and record an order 
for them, to proceed? 

Mr. Rao. Thank you for the question. 

Absolutely, I think there is a way to address this problem. And 
we think it is a problem. 

We think that the large patent aggregation entities are typically 
holding the patents in other names or shell companies, because 
they don’t want to draw attention to the size of their portfolio. And 
they also want to ensure that there is not declaratory judgment ac- 
tions are reexamination proceedings initiated against them. And by 
hiding the true ownership of the patents, that is their way of avoid- 
ing that problem. 

The PTO has suggested some process for identifying the real 
party of interest. Eor example, having the patent holders record the 
current assignee status at the time of maintenance fee renewal. 
That seems to be a very low-cost way of providing up-to-date infor- 
mation about who the true owner of the patent is, because you al- 
ready have to interact with the patent office at that time. 
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There has been some concern about real party in interest causing 
a burden on patent holders, but I think that if you take the PTO’s 
approach, I think the burden is low, and I think the benefit to the 
public is pretty high. 

And not only do we want that transparency at the time of when 
they own the patent. We would also like to have a little more 
transparency when we are being sued. We find that our discovery 
is also limited into finding out who is suing us. 

And we feel that, as defendants, we should know who is getting 
the ultimate economic benefit from the patents that are being as- 
serted against us. 

Mr. Deutch. Also, what is the best way to do that? What would 
that look like? 

Mr. Rao. Right now, there is a corporate disclosure statement 
you have to file. Rule 7.1. It is fairly nominal, the information you 
have to provide. 

So we could strengthen that and require disclosure of all the en- 
tities that are getting an economic interest in the pattern that is 
being asserted. That would really help us understand who is as- 
serting the patents against us. 

Mr. Deutch. What about the idea of diminished remedies for 
failure to provide the necessary transparency? 

Mr. Rao. What the remedies would be for failing to disclose it? 

Mr. Deutch. Limiting the remedies in the event that they don’t 
disclose? 

Mr. Rao. I think that is a solution that has merit. I think that 
if you are unwilling to state that you own the patent, I think, like 
you mentioned in real estate law, there should be a prohibition or 
limitation on your ability to assert the patent, just like it is in 
copyright. 

Mr. Deutch. Thank you. 

Thank you, Mr. Chairman. 

Mr. Marino. Thank you. The Chair now recognizes Mr. Holding 
from North Carolina. 

Mr. Holding. Thank you, Mr. Chairman. 

Mr. Boswell, you used some pretty strong language referring to 
patent trolls as business terrorists. Perhaps that might be a bit 
strong. 

But I will say that you look at their activity, and it doesn’t take 
too much imagination to imagine it as criminal activity. Perhaps I 
have spent too much time with criminals over the past 10 years, 
and I am thinking about it in that context. But a protection racket 
where “we won’t sue you if you just give us a little bit of money” 
isn’t too far removed from “we won’t burn down your business if 
you just give us a little bit of money this week.” 

It is one of the oldest criminal activities in the business — the pro- 
tection racket. 

You were talking about discovery and the cost of discovery, and 
that being a weapon, an instrument of terror. 

Other than the cost of discovery, the AIA looked at the issue of 
joinder and at the issue of what was driving venue. How has that 
been working? How has that solution been received? And how is it 
working? 
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Mr. Boswell. Well, I believe when Congress passed the joinder 
position, the intent was to allow the traditional venue rules to op- 
erate. Prior to that, patent trolls would sue 20 or 30 defendants in 
a favorable jurisdiction, because venue wasn’t appropriate any- 
where, so they would sue them wherever they wanted to, which 
would be the best venue for the patent troll. 

The idea, I believe, behind the joinder provision was to allow the 
traditional rules of venue selection to operate. You had to sue the 
defendant where it was appropriate to sue the defendant. 

Unfortunately, that hasn’t been our experience. We have no con- 
nection to the Eastern District of Texas. And in the last case we 
were sued, we were sued in the Eastern District of Texas. We made 
a motion to transfer. But unfortunately, that motion sat, but dis- 
covery had to start. 

And so, if what happens is a motion to transfer doesn’t get heard 
until so much discovery has happened that, in the interest of judi- 
cial economy, the case should stay there, then I think that the 
courts are thwarting what the America Invents Act intended to 
have happen. And I know that that issue was just looked at in an 
EMC case that went up to the Federal Circuit Court of Appeals. 

So without requiring that motions to transfer be heard first be- 
fore the burden of discovery attaches, then I think one of the main 
provisions that the America Invents Act hoped to accomplish didn’t 
get accomplished. 

Mr. Holding. It seems like the Eastern District of Texas is the 
most popular venue. And I think I read somewhere in the mate- 
rials that the number of cases being filed in the Eastern District 
of Texas is up 104 percent in the last 2 years. Is that correct? 

Does anyone know that statistic? 

Mr. Boswell. I didn’t see that statistic. I know the greatest pat- 
ent filing day in the history of the world was the day before the 
America Invents Act went into effect. And that happened in the 
Eastern District of Texas. 

Mr. Holding. Mr. Gerst, I assume you practice in the Eastern 
District of Texas. You take cases there, and so forth. 

Mr. Gerst. I have. Congressman. 

Mr. Holding. What makes the Eastern District of Texas so dif- 
ferent from everywhere else? Why is it such a favorite jurisdiction? 

Mr. Gerst. That is a great question. 

I think there are a few reasons, and the reasons have evolved 
over time. I think, first, early on, you had some jury verdicts there 
that were very pro-plaintiff, and so you started to see more activity 
taking place there. You also had a court that issued local patent 
rules that made it more straightforward, and you had a very patent 
sophisticated set of judges down there, who knew patent law 
and 

Mr. Holding. Let me interrupt. Do they have different local 
rules in the Eastern District of Texas than they have in the other 
Federal districts of Texas? Are they much different from Federal 
districts in general? 

Mr. Gerst. At this point, I haven’t compared them. But the East- 
ern District of Texas was one of the first jurisdictions to insti- 
tute — 
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Mr. Holding. How many judges are there in the Eastern District 
of Texas? 

Mr. Gerst. I believe there are two. 

Mr. Holding. And is there anyone that is particularly inviting 
to plaintiffs? 

Mr. Gerst. Now that I am aware of. I haven’t looked into that. 

Mr. Holding. So two judges in one Federal district are attracting 
all of the patent troll litigation that can possibly be attracted. 
Doesn’t that seem a bit odd? 

Mr. Gerst. One of the big reasons, that I didn’t get a chance to 
get to about why so many of the cases go there, is that the Eastern 
District of Texas has tended not to stay patent cases pending reex- 
amination. 

So a standard tactic employed by a lot of defendants is to put the 
patent in for reexamination and you move for a stay. Under the old 
rules, it would stay the case for, essentially, 2 years. The Eastern 
District of Texas did not do that. 

I know I filed a motion to stay a case pending reexamination that 
I thought should have been granted, and it was not. It was very 
difficult to do in the Eastern District of Texas. 

That is why there are so many patent cases there. 

Mr. Holding. Thank you. 

Thank you, Mr. Chairman. 

Mr. Marino. Thank you. The Chair now recognizes Mr. Rich- 
mond from Louisiana. 

Mr. Richmond. Thank you, Mr. Chairman. 

I would just say, before I start, that I thought Congress, that we 
get called some bad names, but today I have heard rats, terrorists, 
criminals, and now we have added arsonists and protectionists to 
the list. So it kind of makes me feel good up here. [Laughter.] 

I will start with you, Mr. Chandler, because in the beginning, 
you mentioned the case in which the judge ruled that the First 
Amendment protected the action. And we are here today to talk 
about maybe remedying that. 

But if the judge is ruling that the Constitution trumps, what can 
we do beside a constitutional amendment to affect his ruling, if he 
is ruling that it is protected by the First Amendment? 

Mr. Chandler. Yes, I will say that I said lab mice and not rats, 
and it was an analogy. 

In that particular case, we were dealing with a set of facts that 
we thought constituted racketeering. And I think access to justice 
is an extremely important principle and the right to petition the 
government is as well. And the legal doctrine applicable to that is 
called Noerr-Pennington, that allows people to bring litigation and 
have that be a petitioning activity. 

There is an exception to that, if litigation is sham, if the only 
purpose of it is to use the litigation process to extract some bene- 
fits. 

In this particular case, because some of the customers that these 
people were suing or threatening to sue might have had equipment 
that wasn’t licensed, the judge said it wasn’t a complete sham, and, 
therefore, he wouldn’t apply the racketeering statute to the activity 
that these people had undertaken. 
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At the same time, the range of procedural games that are played 
by these financial operators — and you have to understand, many of 
these patent assertion entities are funded by hedge funds or other 
private equity groups at this point. MOSAID, for instance, is pri- 
vate equity owned, the one that we spent $13 million with at the 
ITC. 

And they are really in the business of only litigating. And so the 
only thing they care about is how they can manipulate the proce- 
dures. 

So we certainly don’t propose a constitutional amendment, or 
anything that would limit access to justice. But we do think some 
of the procedural games that are played in the patent world can 
be remedied effectively by Congress. 

I think Mr. Johnson and I agree on at least one of them. And 
we also support what Congressman Chaffetz is undertaking and 
look at ways that the SHIELD Act could be used to address some 
of these procedural problems. 

Mr. Richmond. Ms. Dhillon, two questions for you. I will start 
with the first one, which is, in your testimony you discussed the 
range of areas in which you have been sued — displaying catalog im- 
ages, dropdown menus, and all those things. At the end of it, you 
mentioned that patents date back to the late ’80’s, mid-’90’s. They 
have had multiple owners with no continuing involvement of the 
actual inventor. 

But when you mention that, I guess what stood out to me, and 
I wanted to give you a chance to elaborate, was that you didn’t deal 
with the merits of the litigation. And I am trying to figure out, if 
the fact that they are old and they are not very active, and the per- 
son who created it has no involvement, should that be pertinent to 
the lawsuit? 

Ms. Dhillon. Absolutely. And please understand, whenever we 
receive one of these suits, we do an analysis to determine, do we 
think we are actually infringing on the patent? And if we do, as 
I indicated, we and most companies are responsible utilizers of 
technology. If we have overlooked something, and we are infring- 
ing, we will compensate to make up for that infringement. 

But in the cases I described, our conclusion was that we were not 
infringing on these patents, but the difficulty, particularly when 
the patents are that old and when the owners of the patents have 
transferred ownership so much, is to be able to develop the evi- 
dence to establish the prior art defense. Going back that far in time 
it is extremely difficult for companies like mine, and very expen- 
sive. 

Mr. Richmond. Which leads me to the question of do you think 
there should be a different standard, not a carve out, but a specific 
issues or legislation to address retailers? 

Ms. Dhillon. Well, I think that it would be helpful to have re- 
forms around end-users. So I am most familiar with retailers, but 
other witnesses have referenced, for example, restaurants and the 
like, and I think that they are in a similar situation to ours. 

Limitations around suits against end-users, until there has been 
a resolution, vis-a-vis the vendor or the licensor, in the first in- 
stance, would do a lot to protect end-users like JCPenney. 
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Mr. Richmond. I see that my time has expired, Mr. Chairman. 
I yield back. 

Mr. Marino. Thank you. 

The Chair recognizes Congressman Farenthold from Texas. 

Mr. Farenthold. Thank you, Mr. Chairman. 

I apologize if I re-ask a question. The Governor of Texas was in 
for lunch, and you don’t upset Mr. Perry by no-showing on him. 

I did want to talk a little bit about the patent assertion entities. 
In Texas, if you buy groceries, there’s a pretty good chance you buy 
them from HEB. It is a big grocery store chain in Texas. And be- 
lieve me, they get plenty of my money. 

But one of the reasons the prices might be so high is they tell 
me that they were approached by one of these entities for a device 
that reads checks. They bought it off the shelf and plugged it into 
their system. And they are basically saying settle with us now, or 
we will run this through litigation, and it will be 10 times the cost. 
JCPenney has mentioned that it is happened to them. 

My fear is I have a lot of electronics. I have Adobe Photoshop 
Touch on my iPad. If you guys unintentionally have something in 
there that is infringing, you would expect the patents to be as- 
serted against you. But if I take this to its logical conclusion, they 
can come sue me for more than I paid for my iPad, more than I 
paid for the software on my iPad, and potentially more than I 
made this month. Do you think that is accurate statement? 

Mr. Rao. Unfortunately, they are allowed to sue you. That is cor- 
rect. 

They are allowed, as Mr. Chandler mentioned earlier, they are 
allowed to sue the user of technology, if that method is patented. 
That is the law today. 

I think the question, of course for you, particularly, is damages. 
But I think Adobe, generally, we stand behind our software, as 
mentioned before. We work with our suppliers and our customers, 
and when we find that someone is accusing Photoshop of infringing 
a patent, we will step in and intervene. 

Mr. Farenthold. And you have been approached by customers 
to do this? 

Mr. Rao. We have. Safeway, another grocery store, has asked us 
to do this. REI has asked us to do this. L.L. Bean has asked us 
to do this. Pacific Sunwear has asked us to do this. Small retailers 
are asking Adobe to step in. 

Mr. Earenthold. So, what percentage of your patent litigation 
comes from these patent assertion entities? 

Mr. Rao. About 85 percent of our patent litigation. 

Mr. Earenthold. Eighty-five percent. 

I am a little bit concerned. I guess it is enlightened self-interest, 
because I am an early adopter of technologies. But would a solution 
be legislatively create an end-user exemption where, if I go buy 
something off the shelf and don’t modify it and use it the way it 
was intended and just plug it into the USB port of my computer, 
or plug it into the wall, or whatever I do, I will go down the line, 
does anybody see any problems with that? Would that be at least 
a stopgap solution? Anybody want to take a stab at that? 

Mr. Johnson. 
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Mr. Johnson. Under the Uniform Commercial Code, there is al- 
ready an implied obligation, implied indemnity against non- 
infringement from a manufacturer to a customer. 

And the prevailing jurisprudence is that customer suits like 
those we are talking about should be stayed in favor of a manufac- 
turer resolving the issue. 

Mr. Farenthold. I guess my fear is, and I practiced law for a 
while, and one of my lines to my client — you can beat the rap, but 
you can’t beat the ride. 

Mr. Johnson. Well, that is exactly the problem, that some courts 
have ignored that jurisprudence, which is why a statutory fix may 
be required in order to get rid of this problem. 

But I don’t think that you have to wholesale deprive a patent 
owner of a right where there really is an infringement in order to 
do that. It may be that you have unintended consequences, because 
the only person who could be sued might be the one you would ex- 
empt, and you wouldn’t want to do that. 

Mr. Gerst. Congressman, if I could just echo that? There are cer- 
tain patent claims that are called method claims that are only in- 
fringed, in some cases, by the end-user. And so that is the issue 
that Mr. Johnson is speaking of So that adds complexity to what 
you are trying to achieve. 

Mr. Farenthold. All right, well, I appreciate it. I see I am just 
about out of time, so I will yield back. 

Mr. Marino. Thank you. 

The Chair now recognizes Mr. Jeffries from New York. 

Mr. Jeffries. Thank you, Mr. Chairman. 

I want to express appreciation for the presence of the witnesses 
to speak on such a very significant issue. I share their concern, as 
I think all of my colleagues do, with making sure that unnecessary 
or unjustified litigation doesn’t stifle innovation and entrepreneur- 
ship. And I think this is something that we have to confront. 

Obviously, there are various ways to get at the problem, and the 
remedy here is going to be what we all need to find common 
ground on, to determine the best way to address what I think is 
universally or almost universally recognized as a legitimate prob- 
lem. 

And there seems to be at least five different potential remedies, 
and I want to get into the details related to a few of those. 

But you have the loser pay. You have expedited discovery. You 
have the possibility of shifting burdens. You have enhanced stand- 
ing as a possibility. And then lastly, I guess, improving or strength- 
ening the Rule 11 requirements. 

But I want to hone in on the notion, and I guess the proper ex- 
pression is patent assertion entities. I was hesitant at the very be- 
ginning of this hearing to use the word patent trolls, thinking that 
perhaps it was an unnecessarily aggressive expression. But, as my 
good colleague from New Orleans has catalogued so thoroughly, ap- 
parently, that may be the kinder, gentler way to approach these in- 
dividuals. 

But I guess, Mr. Rao, from the standpoint of the subset of indi- 
viduals who fall within this category as plaintiffs, who are bringing 
litigation, how many of those matters eventually go to trial? I un- 
derstand that many don’t, because of the cost of litigation resulting 



105 


in settlement, but how many of those matters — and anyone else 
can answer — ^but how many of those matters go to trial? 

Mr. Rao. As a whole, very few patent litigations go to trial. They 
settle. In the NPE cases, at least in Adobe’s experience, very few 
historically have gone to trial. So I would say the vast majority end 
up being settled. 

And that is part of the problem, that you have highlighted, that 
the cost of defense is higher than the money they are asking for. 
And the current group of patent plaintiffs, they are not looking to 
have the patents scrutinized. They are merely hoping to get you to 
pay. 

Mr. Jeffries. I gather you support a strengthened Rule 11 re- 
quirement. Is that correct? 

Mr. Rao. That is correct. 

Mr. Jeffries. So the reason I asked the question, and I gather — 
in other words, in order for the Rule 11 sanctions to kick in, there 
has to be some decision along the way, in the litigation, whether 
that was a motion to dismiss that was granted, summary judgment 
granted, or withdrawal perhaps, or a decision at trial. 

And so the question for me is, how do you get to the point, if you 
are going to enhance the Rule 11 requirements, you are still going 
to have to arrive at the decision. And so it seems like you can’t sim- 
ply enhance the Rule 11 requirements. Perhaps we need to look at 
either enhanced standing to make sure that those who were bring- 
ing the litigation legitimately have an issue, or you shift the bur- 
dens, which then perhaps make it substantively more difficult to 
achieve a result, but design to shift the burden so that those with 
legitimate claims can make it through the litigation. 

And if you strengthen either of those two requirements, or per- 
haps both, then those who are bringing the litigation, it is just a 
lot easier to determine who is bringing the frivolous litigations and 
then the sanctions can apply. 

If you or any of the other general counsels might comment on 
that? 

Mr. Boswell. Mr. Jeffries, may I respond to that? 

Mr. Jeffries. Yes 

Mr. Boswell. If at the end of the process, the defendants had 
a way to just not lose more. In other words, even if we win a case, 
we have lost, where these cases are filed, we are never going to get 
Rule 11 sanctions. We are never going to cost shifting. 

If Congress did something to change that, then we would have 
less incentive to settle. We would be inclined to take the cases until 
you got a decision. And as soon as you do that, the entire business 
model of the patent trolls changes, because they use early settle- 
ments to fund litigation. And as soon as people stop settling, the 
whole paradigm shifts. 

Mr. Jeffries. Yes, I would suggest that we explore that. But to 
that point, and I am not sure where I am at. I wasn’t in the insti- 
tution when Congress — I think it was in 1995 — passed the Private 
Securities Litigation Reform Act. But it was an act of Congress 
that was designed to get at this very problem, that there was at 
least a perception that there was excessive litigation being brought 
by individual plaintiffs, not all of whom were legitimate. 
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Again, I don’t know where I fall on this litigation. I have heen 
on hoth sides, on the defendant side and on the plaintiffs side, in 
my prior practice. But it does seem to me that it would he helpful 
for us, for you guys and the gentlelady to take a look at its success, 
what Congress may have done right with that litigation, what per- 
haps hasn’t worked. And then use that as a basis for perhaps com- 
ing up with some creative suggestions to get at how to stop the ex- 
cessive litigation. 

Mr. Marino. The gentleman’s time has expired. I think he is 
through. 

Mr. Jeffries. Yes. Thank you, Mr. Chairman. 

Mr. Marino. The Chair now recognizes the Chairman of the Sub- 
committee, Chairman Coble from North Carolina. 

Mr. Coble. The late Howard Coble has returned. I thank all of 
you. 

Mel, I want to thank you, and, Tom, for manning the ship. 

Mr. Boswell, good to have you up from Carolina, as Mel men- 
tioned earlier. 

Mr. Boswell. It is good to be here. 

Mr. Coble. Curtailing abusive discovery practices could be one 
way to deal with abusive patent litigation. Speak a little more spe- 
cifically to that. 

Mr. Boswell. As I was mentioning just a minute ago, one of the 
challenges is patent trolls have the ability to make it so expensive 
that even if you are sure you are going to win, you are going to 
lose. 

I actually had a conversation with a patent troll where we dem- 
onstrated without question that there is no way our product that 
they accused could violate their patent. His answer was, I don’t 
care. 

Mr. Coble. He just wants to buy his piece, I presume. 

Mr. Boswell. Well, he wanted us to pay him money, so we could 
prevent ourselves of having to go through the expense of going 
through litigating. And he knew and I knew that even if we won 
on all counts, we weren’t going to get any of our money back, and 
we were still going to have to pay the cost of discovery. 

So I am trying to change the paradigm, so that defendants do not 
have to settle, so they can’t be extorted, basically. And that is, if 
you can afford to litigate, then you don’t have to settle. And that 
is really the point. 

And as soon as we do that, I think the paradigm shifts in the 
patent troll world. 

Mr. Coble. Thank you, Mr. Boswell. 

I will put this to either or all of the witnesses. Do you believe 
that patent assertion entities are those that accumulate large num- 
bers of patents for purely offensive purposes should be subject to 
antitrust scrutiny? 

And we will start with Mr. Chandler. 

Mr. Chandler. I think the patent grant is a monopoly in order 
to encourage progress in science and the useful arts. Arid patent 
holders try to find various ways to extend the scope of that monop- 
oly beyond what the patent grant intends. 

And I think that patent aggregation efforts deserve very close 
antitrust scrutiny for that reason. I think they have the impact 
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across whole industries of forcing settlements and suppressing com- 
petition in ways that are not intended as part of the patent grant. 

Ms. Dhillon. I would concur with Mr. Chandler’s remarks. I 
know the Department of Justice and the FTC have been looking at 
this very question, and we support that effort, because I think that 
it does raise legitimate issues. 

Mr. Boswell. Yes. 

Mr. Coble. Thank you for your brevity, Mr. Boswell. 

Mr. Gerst. Congressman, I am not an antitrust lawyer. It does 
seem to me, though, that it is hard to conceive that these patent 
assertion entities, non-practicing entities, have anything approach- 
ing market power, but I am not an antitrust lawyer. 

Mr. Coble. Thank you, sir. 

Mr. Johnson. The mere aggregation of patents may have very 
beneficial effects, especially, for example, if it brings together con- 
flicting technologies, patents that would conflict with each other, to 
make them available for competitive purposes. It could be very ben- 
eficial. Or you could aggregate patents as we have seen in the 
Hartford Empire case years ago for anticompetitive purposes. 

So I would say it’s not the fact of the aggregation, but you have 
to look at what the use and effect is under the antitrust laws. 

Mr. Coble. Thank you, sir. 

Mr. Rao. I would agree with that. There are definitely 
proconsumer aspects to patent pooling, for example, for standards. 

But I think the larger point that Mr. Chandler mentioned about 
a patent assertion entity who is just aggregating lots of patents 
and using that volume to demand fees I think is worth looking at 
a little more closely. 

Mr. Coble. Thank you, sir. 

Mr. Chairman, I hope you will take note that the red light has 
not illuminated, and I am yielding back. 

Thank you, ladies and gentlemen. 

Mr. Marino. We will give you credit for that in the future. Chair- 
man. 

Mr. Coble. Thank you. 

Mr. Marino. You are welcome. 

The Chair now recognizes Congressman Nadler from New York. 

Mr. Nadler. Thank you, Mr. Chairman. 

Mr. Chairman, I have sat here through this hearing. It has been 
very illuminating. 

I have a couple questions. 

Mr. Chandler, getting back to this question, and maybe Ms. 
Dhillon, getting back to this question of end-users. It certainly 
seems unfair to have the end-users, to have the Starbucks or who- 
ever, sued. 

What about simply a rule or statute that said that they cannot 
be sued. It goes right up the chain to whoever first used to the pat- 
ent in a productive way? You just implead the first user, and it is 
their problem, and they just get right out of the suit? 

Mr. Chandler. Well, I think that Mr. Johnson’s proposal in that 
regard, regarding staying of suits with end-users and permitting 
the manufacturers to intervene 

Mr. Nadler. Why stay it? Why not just dissolve it, eliminate it? 
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Mr. Chandler. I think that there may he cases where the only 
way to assert a patent would be against the end-user for various 
reasons. And so an automatic elimination of that right I think 
would be a significant change. 

Mr. Nadler. If you gave the plaintiff the right to go against who- 
ever originally used it, he could initially sue Starbucks. They just 
get out and say here, and go up the chain. They have a right to 
sue. Even if the original complaint was against Starbucks, just get 
rid of them and give them the right to sue whoever first used that 
technology. 

Mr. Chandler. I think that having patent litigation focused on 
the technology that is described in the patent is the right result. 
And there are going to be a number of different ways to skin the 
cat, and I think the proposal you are laying out is one that ought 
to be in the mix, in figuring out how to do that. 

Mr. Nadler. Okay. Thank you. 

Mr. Boswell, in his testimony, Mr. Boswell says essentially says, 
talking about shifting the cost, and the cost here is overwhelmingly 
discovery. And he says the critical discovery relates to certain core 
documents. These core documents include the patent at issue, the 
technical specifications of the allegedly infringing product or fea- 
ture, and the prior art. 

He proposes that in any patent lawsuit, normal rules of discovery 
apply with respect to these core documents; that is, the person pro- 
ducing the documents pays the cost of production. 

But he would go one step further. We would propose additional 
discovery is permissible, and that parties could ask for whatever 
documents they need. The difference is that the party requesting 
such other discovery bears the cost of that discovery. 

Does anybody object to that? And if so, why? Yes? 

Mr. Johnson. I object to it, or we object to it, the extent that it 
removes the discretion from the courts. Right now, the courts have 
that authority. They have the authority to condition the provision 
of discovery based on whatever conditions are appropriate, includ- 
ing paying for the discovery. They are the best positioned to get in 
and figure it out 

Mr. Nadler. Given the nature of the problem that we have, if 
we define the classes of core documents and said that is where the 
plaintiff pays for the discovery. Beyond that, it is different. Or that 
is where the defendant pays for the discovery. Beyond that, it is 
different. 

What is wrong with saying that to the courts? Why do they need 
further discussion? 

Mr. Johnson. There are all manner of different plaintiffs — uni- 
versities, individual inventors, and the like — and all manners of 
lawsuits. The core discovery concept was originated by Judge 
Rader. And the pilot patent courts program is looking at that very 
closely. And they have other management techniques as well, to try 
to avoid excessive discovery. 

Mr. Nadler. But that hasn’t worked, obviously. 

Mr. Johnson. Well, it is just getting going. Congress just passed 
the bill in January 2011, and it is now being implemented. And 
they are very active, and we should wait to see how they are doing 
before we try to give them a blunt or one-size-fits-all rule. 
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Mr. Nadler. Can anyone tell me why they disagree with Mr. 
Johnson on this point? 

Mr. Boswell. 

Mr. Boswell. Because although the courts have that power now, 
I don’t think any of us will have ever seen a court that has used 
it. 

Mr. Nadler. Even though it is a hrand-new power? 

Mr. Boswell. No, I mean he was saying the courts could do that 
now. But the patent trolls are not filing in any court where any 
judge would do that. 

And I disagree that there would he any problem with our pro- 
posal. Obviously, I like our proposal. 

And the other point I need to make here is that the idea of, well, 
we are going to study this problem and we have to give it time, if 
we were standing there and someone was drowning, we wouldn’t 
say, well, we are going to study the problem. 

Mr. Nadler. Congress might. 

Mr. Boswell. We would jump in and save them. 

Mr. Nadler. I said Congress might have a study completed. 
Most people wouldn’t. [Laughter.] 

Mr. Boswell. I hope not. 

Mr. Nadler. Thank you. I yield back. 

Mr. Marino. Thank you. 

We are going to go a little bit out of rules procedure here. Presi- 
dent Obama will be meeting with the Democrat Caucus about 2:15 
today, as he met with the Republican Caucus yesterday. 

So, my colleagues, my Republican colleagues, have graciously 
agreed to allow the rest of the Democrat side to get their questions 
in, so they can get to the meeting. And then we will follow up later. 

So I think the next person to have questions is Congressman 
Johnson from Georgia. 

Mr. Johnson of Georgia. Thank you, Mr. Chairman. And thank 
you Members on the other side of the dais here for your generosity 
and graciousness. 

I hearken back to the days when I was growing up. My aunt in 
the backyard, just past the backyard was a bridge that then 
emptied onto the street behind her property. And she would always 
tell us, do not go out there on that bridge, because the three little 
billy goats. The three billy goats, she told us that story about the 
three billy goats and the big, bad troll waiting under there. 

And so I understand what a troll is, but I also know that every 
person or entity that files a patent infringement suit is not a troll. 
And I also know that while software is a product that can easily 
be broadened, or expanded, in so far as claims are concerned, by 
those who would file patent lawsuits, this legislation that we are 
looking at, the SHIELD Act, would apply to all types of patents, 
not just those patents. 

And I know that there is abusive behavior occurring in patent 
litigation cases. Many examples of that, even in the northern dis- 
trict of Georgia, scanner trolls targeted BlueWave Computing and 
other Atlanta-based businesses for merely using an office scanner 
to scan documents to email. 

BlueWave reportedly received a demand from Project Paperless, 
a patent assertion entity, stating that BlueWave had to pay $1,000 
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per employee for a license to distribute its computer architecture, 
or they would face a lawsuit. 

In this case, BlueWave fought the lawsuit and won in court after 
spending millions of dollars to defend itself And that is something 
that they should not have to be subject to. 

Finding solutions to this problem is incumbent on the courts, 
businesses, the Patent and Trademark Office, and on this Con- 
gress. These solutions should both address immediate concerns and 
also be forward-looking to enable the breadth of patent claims to 
be included. 

But we should also be careful to avoid solutions that create bar- 
riers to the courthouse for some litigants and not others. 

I also have concerns with fee shifting and bonding rules that 
would make it prohibitively expensive to enforce a valid patent for 
parties that do not produce materials associated with the patent. 

Lastly, although this is, indeed, a worthy issue for our consider- 
ation, we have to be careful that any legislation in this area that 
we may pass could open the door for other alleged reforms that 
would deny plaintiffs their rights to go to court in other tort situa- 
tions, so-called tort reform. 

We must consider the implications of our solutions in other 
areas, even ones as close as copyright. 

Although we are not considering these questions today, these are 
important issues that we must be mindful of as we move forward. 

Lastly, I will say that a patent holder who files a lawsuit against 
a deep-pocketed predator corporation, making money off that per- 
son’s or entity’s patents would be covered by this legislation, would 
it not, Mr. Gerst? 

Mr. Gerst. Your question. Congressman, is whether or not a 
company 

Mr. Johnson of Georgia. Well, whether or not a person or an 
entity filing a claim for patent infringement, they would be covered 
by this act? 

Mr. Gerst. By the SHIELD Act? 

Mr. Johnson of Georgia. Yes. 

Mr. Gerst. Well, if an individual is the inventor, the person 
would be excluded from the SHIELD Act. But if the person is not 
the inventor or one of the other exclusions, that person or entity 
would be affected by the SHIELD Act, yes. Congressman. 

Mr. Johnson of Georgia. Thank you. 

Mr. Marino. Thank you. 

The Chair now recognizes Congresswoman Jackson Lee from 
Texas. 

Ms. Jackson Lee. Let me thank the Chairman and the Ranking 
Member. And I do want to thank our colleagues, again, for their 
generosity. 

I remain open on this question. I think the witnesses have laid 
out an able case for both perspectives. And I just want to cite some 
language into the record. 

A Boston University study suggested that NPE litigation has had 
5,842 defendants in the litigation in 2011, costing about $29 billion. 
And the Boston University study represents that it impacts diver- 
sion of resources; it delays new products; and there is a loss of mar- 
ket share. 
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But I think the salient point by Chief Judge Rader out of the 
Fifth Circuit makes the point that really provides sufficient shock 
value, that we all understand that there are entities that are cre- 
ated solely for the purpose of litigating patents. 

And he follows by saying, which is intrinsically not necessarily 
bad, but that there is an entity or an industry. 

I have a series of questions that, hopefully, will allow for some 
give-and-take. And I think one just factual question to Mr. Chan- 
dler is to find out what the status of the case was that was with 
Judge Holderman, where you attempted to have a rebuttal action. 
Where is that case at now? 

Mr. Chandler. That is the Innovatio case that I was describing 
to Congressman Lofgren. 

The claims that we asserted against Innovatio for the way they 
have targeted these 13,000 end-users, the breach of contract claims 
related to their refusal to fulfill the obligations that attached to 
those patents that were declared to standards bodies are pro- 
ceeding. 

Judge Holderman granted a motion to dismiss the RICO claims 
that we brought, and we are determining now how to proceed with 
that. 

I understand his decision and respect the reasoning that went 
into it, because of the importance of access to justice and the peti- 
tion right. In that case, we felt that this particular plaintiff was 
well aware that many, many, many of the people they were send- 
ing letters to were already licensed. This guy is an expert on his 
patents. He used to work on for the company he bought them from. 

And we felt he should have been held to account for the tactics 
he was undertaking with innocent, unsophisticated end-users that 
he knew many of whom were licensed. 

Ms. Jackson Lee. And you decided not to appeal the dismissal 
proceeding now in the District Court? 

Mr. Chandler. Well, we are in a process of determining what 
the right way is to proceed on that. I do understand the judge’s 
opinion. I respect him. 

Ms. Jackson Lee. All right, let me try again to proceed with 
some give-and-take. 

Mr. Gerst and Mr. Johnson seem to be opposed to some form of 
a SHIELD Act legislatively. And so let me try to juxtapose Ms. 
Dhillon and Mr. Chandler. 

Mr. Gerst, what is your answer, then? Would you see this as a 
court solution or a patent office solution, because obviously the 
SHIELD Act is a legislative initiative? What would be your solu- 
tion to a sizable amount of money being spent on this litigation? 

Mr. Gerst? And Mr. Johnson as well. 

Mr. Gerst. Yes, Congresswoman, and first, I would say that the 
$27 billion number that you cited in the Boston University study, 
that has been widely refuted. I would recommend that you read 
something by David Schwartz who has written an analysis of it 
that really disposes of that number. 

Unquestionably, as I said during the testimony, the high litiga- 
tion costs pose a problem. And I think a lot of, for example, Mr. 
Boswell’s recommendations about trying to get to the bottom of 
that makes sense. I think both Mr. Johnson and I posit that the 
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best place to do that, the best place to tailor those remedies, are 
at the courts. And it is being done now at the District Court level. 
The Federal circuit has issued guidelines. So, it takes little bit of 
time. 

Ms. Jackson Lee. My time is short, and I think I got the gist 
of it. 

If Mr. Johnson could be quick, as you get ready to answer, let 
me just pose this question to all of you who have a different per- 
spective: For those who are in the high-tech industry, the question 
will be, can you not protect your software, do nonobvious inven- 
tions that would lead to less trolls being able to provide these law- 
suits? Are there other ways to protect what you have or to define 
what you have? 

I am going to let Mr. Johnson answer, but with the indulgence 
of the Chair, I hope I can get answers by Ms. Dhillon, at least, to 
tell me why it does not work the way Mr. Gerst wants it. 

Mr. Johnson. Would you like an answer to the high-tech ques- 
tion? 

Ms. Jackson Lee. No, if you have a quick response to what Mr. 
Gerst just said, because I want to hear from Ms. Dhillon and Mr. 
Rao. 

Mr. Johnson. Congress needs to provide the courts the authority 
to act to take care of the problem, but the courts are the best place 
to take care the problem, in my view, with the assistance of the 
patent office by allowing the return of the patent to the patent of- 
fice, under the America Invents Act, to challenge validity when 
that is appropriate. 

Mr. Marino. The Congresswoman’s time has expired and you are 
going to have to be in that caucus, I think before the President gets 
there, or else you do not get in. 

Ms. Jackson Lee. Can I get my answers in writing? Ms. Dhillon 
was supposed to answer quickly. 

Mr. Marino. Yes, we just expect you to give them in writing and 
send them to us. 

Ms. Jackson Lee. Thank you very much. 

Mr. Marino. The Chair now recognizes the Ranking Member of 
the Subcommittee, Congressman Watt from North Carolina. 

Mr. Watt. Thank you, Mr. Chairman. And I thank all of the wit- 
nesses. It has been an exceptionally good hearing, very balanced 
presentation. I think that is the kind of hearing we need on this, 
to really try to get to the brunt of it. 

Before I forget, I want to ask unanimous consent to submit for 
the record written statements from the Electronic Frontier Founda- 
tion, the National Retail Federation, Professor Arthur Miller, and 
Professor Christal Sheppard. 

Mr. Marino. Without objection, so ordered. 

[The information referred to follows:] 
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A ELECTRONIC FRONTIER FOUNORTION 


Wrilien Testimony of the Electronic Frontier Foundation Submitted to the House 
Judiciary Subcommittee on Courts. Intellectual Property and the Internet 

“Abusne Patent Litigation: The Impact on American Innovation & Jobs, And Potential 

Solutions" 

March 14.2013 

The Electronic Frontier Foundation (“EFF’) welcomes the Committee’s interest in 
abusive patent litigation and its Impact on Innovation We are grateful for this opportunity to 
comment EFF is a non-profit civil liberties organization that has worked for more than 20 years 
to protect consumer interests, innovation, and free expression in the digital world Founded in 
1900, EFF represents more than 20,000 contributing members EFF and its members have a 
strong interest in promoting balanced intellectual property policy that serves both public and 
private interests Through litigation, the legislative process, and administrative advocacy, EFF 
seeks to promote a patent system that facilitates, and dues not impede, "the Progress of Science 
and useful Arts " 

The last few years have seen an explosion in abusive patent litigation brought by patent 
trolls. These companies, also known as patent assertion entities (PAEs) or non-practicing entities 
(NPEs), neither make nor sell anything but use patents to sue, and threaten lawsuits on. 
unsuspecting businesses As Judge Posner of the Seventh Circuit Court of Appeals explains, 
patent trolls “are companies that acquire patents not to protect their market for a product they 
want to produce — patent trolls are not producers— but to lay uaps for producers, for a patentee 
can sue for infringement even if it doesn't make the product that it holds a patent on And, even 
more recently, Pre.sident Obama said about patent bolls “They don’t actually produce anything 
themselves They're just trying to essentially leverage and hijack somebody else's idea and see if 
they can extort some money out of them 

Patent trolls are causing enormous harm to innovators and job creators Companies that 
actually create products, services, and jobs are under siege by trolls who purchase vague and 
overbroad patents to launch lawsuits Since 2002. patent troll litigation has grown from just 5 
percent of patent litigation to a majority of all patent cases ^ Moreover, patent trolls are targeting 


' Richard .A Posner, it'liy /here Are Tun Many I’alenls m America, The .Atlantic (July 
12, 2012), available at hltp://www iheatlanlic com/business/archive/20 12/07/why-lhere-are-too- 
many-patents-in-america/259725/ 

■ https //www eff org/deeplinks/201 3/02/obama-calls-patent-reform-topple-trolls 

’ See James Bessen. Jennifer Ford and Michael Meurer, The f’rnaie ami Sucial ('nsix <>/ 
Paleiil TroUx. ("Bessen 201 1"). at 7, available at 
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smaller companies, such as startups, that lack the resources to defend against a patent suit (which 
can cost well over SI million) and thus have no choice but to pay extortionate settlement 
demands ■" 

Importantly, the patent troll problem is a software patent problem. Software patents are 
an attractive tool for patent trolls because they are notoriously ditTiculi to interpret — giving 
unscrupulous patent owners the ability to claim that their patent covers a wide range of 
technology ’ Litigation involving software patents has increased dramatically — from fewer than 
200 per year prior in 1997 to the current rate of over 1,000 per year *■ Many of these suits are 
brought by patent trolls In fact, more than 80 percent of troll-filed suits assert high-tech patents, 
and more than 65 percent have software-relatwl claims ’ 

This escalation of patent troll litigation has been very costly The research shows that 
"NPE lawsuits are associated with half a trillion dollars oflost wealth to defendants from 1990 
through 2010 During the last four years the lost wealth has averaged over S80 billion per year "* 
The burden of patent troll litigation falls particularly hard on small companies Professor Colleen 
Chien recently found that at least 55 percent of unique defendants in patent troll suits make under 
$10 million per year ® In a small company, key management and engineers must set aside many 
productive hours to deal with a patent troll claim Even worse, lidgation-based legal e.xpenses 
can kill small startups entirely, and the mere threat of those expenses can chill innovation and job 


http //papers ssm com/sol.t/papers cfm?abstract_id=l930272. Colleen V Chien. /’ateni 
Assenion iMilies. presentation to the December 10, 2012 DOJ/FTC Hearing on PAEs. slides 23- 
24. available at https //papers 5srn com/sol3/papers.cfm7abslrdctjd=2l873l4 

■' Colleen V Chien, .S'wm/t.v anJ Huleiii Troth (Santa Clara Univ Sch. of Law Legal 
Studies Research Paper Series, Accepted Paper No 90-12. 2012), available at http.// 
papers ssm.com/sol3/papers cfm?abstractjd=2 1 4625 1 ("Chien 20 1 2") 

’ In other words, “software patents have ‘fuzzy boundaries' they have unpredictable 
claim interpretation and unclear scope and the huge number of software patents granted 
makes thorough search to clear rights infeasible, especially when the patent applicants hide 
claims for many years by filing continuations This gives rise to many situations where 
technology firms inadvertently infringe " Bessen 201 1 at 23 

James Bessen, 4 (ie/terafe// (y.Vq/ht'i;re /'u/e/H.v 18 B U J Sci & Tech L 241.259 
(2012) (Figure 3) 

^ See Brian J Love, An Ijnpirical Siiidy nf Patent l.iligatinn Tinitng: CniilU a 1‘atent 
term Keiliu tioii I tecimate Troth Witttont ttanniny’ Innovators? (August 30, 201 1 ), at 39, 
available at http://s.sm.com/abstract=l9l 7709 (forthcoming in Dniversity of Pennsylvania Law 
Review) 


Bessen 201 1, at 2. 
Chien 2010, at 1-2 
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creation Without startups, there would have been no net job growth in the United States over the 
last two decades 

Certainly, the problem is not just the litigation costs The patent troll business model has 
spaxvned some particularly egregious actors — those who claim infringement, demand licenses 
and threaten lawsuits without any Intention of ever actually filing a suit Take for instance the 
patent troll who claims to own the lechnoloia' that allows for scanning documents to email, who 
has sent letters demanding payment from at least hundreds of business who use this basic 
technology " Indeed, the research shows that patent trolls send out hundreds of demand letters 
for each suit actually filed 

It's no wonder patent litigation is notoriously expensive, often costing a party accused of 
infringement well into the millions of dollars, along with the attendant costs of being party to a 
lawsuit In other words, even if a party decides to take its fight to court, it faces years oflitigation 
and millions of dollars in legal fees — and even then, if it wins, it has little to show for it. Because 
parties accused of infringement have such little incenbve to fight back, we have found ourselves 
in a vicious cycle where the patent trolls arc repeatedly emboldened to continue with their 
business model, which — in many cases — amounts to little more than garden-variety extortion 

The rise of patent trolls has lead many to search for answers It is clear that the .■\merica 
Invents Act of 201 1 was not sufficient to deal with the problem (Again, something President 
Obama has publicly acknowledged/') One proposal is the bipartisan Saving High-Tech 
Innovators from Egregious Legal Disputes Act (Hit 845) ("SHIELD Acf) recently introduced 
by Reps Peter DeFazio (D-Ore.) and Jason ChafFetz (R-Utah) This "fee-shifting" bill would 
make it so that patent trolls pay the legal fees if a patent in a lawsuit is invalid or if there's no 
actual infringement 


Tim Kane "The Importance of Startups in Job Creation and Job Destruction” Kauffimn 
h'oiiiidalktii Research Series: l-irm ant/ Rcumimic (jrtntnh, July 2010, available at 

htlp://www kauffman org/uploadedfiles/firm_formation importance_of_startups pdf 

' ’ https./Avww elT org/deeplinks/20 1 3/0 1 /scanning-documenls-patent-trolls-want-you- 
pay 

'' hnp://bgr.com/20l2/l2/l0/patent-trolls-lawsuils-u-s/ 
https://www,eff.org'deeplinks/20 1 3/02/obama-calls-patent-reform-topple-trolls 
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We have seen an overwhelming public response in support of the SHIELD Act and patent 
reform more generally More than 12,000 people contacted their members ofCongress through 
EFF’s website to support the Act In addition, a coalition of entrepreneurs, investors, and 
innovators — including investor Mark Cuban and Reddit co-founder Alexis Ohanian — joined EFF 
and Engine Advocacy in sending an open letter to the House Committee on tlie Judiciaiy 
explaining tltat patent trolls are chilling innovation, which in turn stifles job growth in the 
expanding tech sector That letter is attached to these comments 

Again, we thank the Committee for taking up this matter We urge the Committee and 
Congress to lake action and fix the patent troll problem 

Respectfully submitted, 

/s/ 

Electronic Frontier Foundation 

Julie P Samuels 

Stair Attorney and The Mark Cuban Chair to Eliminate Stupid Patents 

Daniel Nazer 

Stair Attorney and Policy .Analyst 

•March 14.2013 
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ATTACHMENT 


o Engine 


February 27, 2013 

The Honorable Bob Goodlatte The Honorable John Conyers, Jr. 

Chair Ranking Member 

Committee on the Judiciary Committee on the Judiciary 

2138 Rayburn House Office Building 2138 Rayburn House Office Building 

Washington, DC 20515 Washington, DC 20515 

Dear Chairman Goodlatte and Ranking Member Conyers, 

We, the undersigned, write today as entrepreneurs, investors, and innovators in support of the 
Saving High-tech Innovators from Egregious Legal Disputes (SHIELD) Act and other legislative 
measures aimed at reducing costly litigation created by non-practicing entities, often referred to 
as patent trolls. Congress should consider measures that shift incentives away from those who 
game the system and toward an innovative economy and competitive market. 

As President Obama acknowledged earlier this month, patent trolls, "essentially leverage and 
hijack' patents originally issued to others in an effort to "extort" money through litigation. Young, 
innovative companies are increasingly targets of these lawsuits. While big companies paid much 
of the 529 billion in direct costs resulting from activities by patent trolls In 2011, the costs made 
up a larger share of small companies' revenue.* In fact, the majority of companies targeted by 
patent trolls have less than 510 million in revenue.* 

Without startups, there would have been no net job growth in the United States over the last two 
decades.* Congress needs to make measures like the SHIELD Act a priority in 2013 so that 
innovative companies and entrepreneurs can continue to grow without the threats posed by 
non-practicing entitles. Congress must take action and fix the patent troll problem. We urge the 
committee to call hearings on patent troll litigation and to solicit information from the 
innovation community at-large. 

Sincerely. 



* James E. Bessen & Michael J. Meurer "Tire Direct Costs from NPE Disputes' Boston University School of 
Low. Low and Economics Reseorch Paper No. 12-34. June 2012 

c htto //pacers ssrnc om.'suU/uaaeiscfmrdbblracI id=2091210> 

* Colleen V. Chien 'Startups and Patent Trolls' Santa Clara University Legal Studies Research Paper No. 09- 
12, September 2012 chtlps/. capers,ssrnj;unvsol3/Pfloeric!m?absiracLids21442Sl> 

*Tim Kane "The Importance of Startups in Job Creation and Job Destruction" Kauffman Foundation 
Research Series; Firm Formation and Economic Growth. July 2010 
<;bttp'//ytww,isjvffmaD.org/uplQ3Jle.dl!l«/liLm_lQtiiiat!orump.QiLance_o!_5ta'lppsj)d(> 
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Q Engine 


Nathan Allen 

Mark Cuban 

Erick Hitter 

Four First Names 

Dallas Mavericks 

Automattic Inc 

Luis Arbulu 

RutuI Dave 

Trenidad Hubbard 

Mattery 

Bright Funds, Inc. 

Game Face Sports 

Joen Asmussen 

Pete Davies 

International, LLC 

Aulomattic Inc. 

Automattic Inc 

Terry Floyd Johnson 

Seth Bannon 

Christian Dawson 

Showdown Royal 

Amicus 

Internet Infrastructure 

Jeevan KalanithI 


Coalition 

Sifteo 

James R Bazet 

Cobra Electronics 

Derek Dukes 

Seth Levine 

Corporation 

Dipity 

Foundary Group 

Matthew Bellows 

Mat Ellis 

John Levisay 

Yesware. Inc 

Cloudabllity 

Sympoz Inc. 

Paul Berberian 

Edward Engler 

Benjamin Lewis 

□rbotix. Inc. 

Pittsburgh Equity Partners 

The MadCelt Studios 

Aaron N. Block 

Tim Enwall 

David Mandell 

BayRu LLC 

Mobiplug Networks, Inc 

PivotDesk 

Matthew Y. Blumberg 

Brad Feld 

Michael Masnick 

Return Path, Inc. 

Foundry Group 

Floor64, Inc. 

Brad Burnham 

Rand Fishkin 

Ryan McIntyre 

Union Square Ventures 

SEOmoz 

Foundry Group 

David Cohen 

Chris Franks 

Josh Mendelsohn 

TechStars 

Moblify 

Mattery 

Jessica Cole 

William Randolph Fry 

Jason Mendelson 

Roammeo, Inc. 

Fry's Electronics. Inc. 

Foundry Group 

Dave Copps 

Nick Hamze 

David Merrill 

PureDiscovery 

Automattic Inc. 

Sifteo 
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Jesse Miller 

Jesse Suchmann 

Attachments.me 

DIGITAS 

Christopher Neumann 

Steven Tiffen 

Datahero, Inc. 

The Tiffen Company 

George Northup 

Joshua To 

Memeo Inc. 

Mattery 

Ethan Rishon Oberman 

Max Uhlenhuth 

SpiderOak. Inc. 

SilviaTerra 

Alexis Ohanian 

Elizabeth Urello 

reddit 

Automattic Inc 

Scott Retry 

Alexander Shalek White 

AuthenticS 

Next Big Sound 

Daniel Pidgeon 

Victor Wong 

Starpower 

PaperG 

Lamar Porter 

Skylar Woodward 

OKI. Inc. 

Trumo. Inc. 

Ian C Rogers 

Adam Wooley 

Daisy. A Beats by Dre 

Brute Labs 

Company 



Gary Yacoubian 

Toni Schneider 

Specialty Technologies. 

Automattic Inc. 

LLCdbaSVS 

PauLSieminskI 

Jun Zhang 

Automattic Inc 

Vercury Inc. 

Keith Lloyd Smith 


BigDoor 



cc: The House Committee on the Judiciary 
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Organization Contacts: 

Edward Goodmann 
Policy Manager 
Engine Advocacy 
edwardgifflengine.is 

Julie Samuels 
Staff Attorney 

The Mark Cuban Chair to Eliminate Stupid Patents 

Electronic Frontier Foundation 

julie@eff.org 
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Retail Federation^ 

The Voice of Retail Woridwide 

Siaicmcni of the 
National Retail Federation 
and 

Shop.org 
submiiicd lo the 

linited States House of Representatives 
Committee on Judiciary 

Subcommittee on Courts. Intellectual Property and the Internet 

fur its hearing on 

"Abusive Patent Litigation; 

The Impact on American Innovation & Jobs, and Potential Solutions" 

held on 

'|•hurHiay. March 14. 2011 



>, 


National 


David French 
Senior Vice President. 
Ciovemment Relations 


On behalf of: 

National Retail PcUcraiion 
325 7ih .Stieei. N.W.. Suite 1 lt«) 
Washington. D.C. 20(H)4 
(202) 7K3 -7971 
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Chairman Coble, Ranking Member Watt and members of the House Judiciary 
Subcommittee on Courts, Intellectual Property, and the Internet, on behalf of the National Retail 
Federation (NRF) and its division Shop.org, I appreciate tire opportunity to submit this written 
statement to the Committee in connection witli its hearing entitled "Abusive Patent Litigation: 
The Impact on American Innovation & Jobs, and Potentiai Solutions" heid on March 14, 2013. 

As the world’s largest retail trade association and the voice of retail worldwide, NRF 
represents retailers of all types and sizes, including chain restaurants and industry partners, from 
the United States and more than 45 countries abroad. Retailers operate more than 3.6 million 
U.S. establishments that support one in four U.S. jobs - 42 million working Americans. 

Shop.org . a division of the National Retail Federation, is the world's leading membership 
community for digital retail. Founded in 1 996, Shop.org’s 600 members include the 1 0 largest 
online retailers in the U.S, and more than 60 percent of the Internet Retailer Top 100 E-Retailers. 
Contributing $2.5 trillion to annual GDP, retail is a daily barometer for the nation’s economy. 

Summary of Comments 

Members of the National Retail Federation believe that Congress must address the 
rapidly growing problem of abusive patent litigation by “patent trolls.” While the majority of the 
patent reform conversation revolves around technology companies, we are pleased from the 
scope of views represented on the witness panel that the Committee recognizes the impact patent 
trolls are having on the retail industry. Patent trolls are stealing precious capital resources that 
many retailers would otherwise use to invest in their businesses, including jobs, innovation and 
refurbishment of tlieir stores. 

In recent years, over 200 retailers have contacted NRF about this issue because they have 
been, or are currently, the target of patent trolls’ abusive practices. The threat typically comes 
from firms whose business model is buying obscure patents which are about to expire and then 
either licensing the patents to retailers through the threat of litigation or filing lawsuits in an 
effort to force a settlement. Often retailers will choose to pay the licensing fee because patent 
litigation is prohibitively expensive. 

A patent troll’s typical strategy is to go after end-users such as retailers. Why? End-users 
are more numerous. One manufacturer or vendor may supply a product or service to thousands of 
retail end-users. Thus, there are many more entities from which to demand a royalty. Uie end- 
user retailers are also easy prey because they lack the expertise to fight complex patent 
infringement claims. They also typically operate on thin profit margins compared to high-tech 
companies. Knowing tliat retailers lack technical expertise, operate on thin margins, and that 
patent litigation is enormously expensive, trolls will often price a settlement demand, which may 
still be in the millions, below the cost of litigating, and, thus, effectively blackmail a retailer into 
settling. This is an abuse of the system. 

Nor can retailers always obtain indemnification from their vendors. Because of 
consolidation in the technology industry, sellers of technology equipment and services have 
more bargaining power, making it more difficult for end-users to negotiate indemnification 
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clauses or warranty of non-infringement clauses in their contracts when they buy such equipment 
or services. 

Patent trolls frequently file claims tliat are based on broad concepts and a general way of 
doing something ratlier tlian specific software innovations. This enables trolls to assert 
Infringement claims covering the use of technology In virtually every area of e-commerce and 
mobile retailing (for example, providing store-locator functionality on a website; clicking on an 
item on a website to obtain further product information; sending electronic notifications to 
customers that their packages have been shipped). Moreover, trolls’ claims are not limited to e- 
commerce applications, but also affect the operations of traditional “brick and mortar” retail 
stores as well (for example, claims that purport to cover the printing of receipts at cash registers, 
the sale of gift cards, and the connection of any product such as a computer or printer to an 
ethernet network). 

On tire rare occasions these cases go to trial, it has been reported that trolls lose 92 
percent of the time, but this is small comfort to the retailers who lack the resources to see these 
cases tlirough to a resolution. Often, the damages claims are so exorbitant, and the prospect of 
relief through litigation so time-consuming, that retailers make a business decision to settle, 
rather than litigate. Smaller retailers may find themselves particularly ill-equipped legally or 
financially to defend themselves from abusive claims. 

Seeing a court case through to final adjudication can easily cost a retailer millions of 
dollars, but even a settlement agreement can be expensive. Some of our members report that 
tliey spend as much as one million dollars annually on patent troll-related expenses and 
settlement agreements. While licensing fees might seem nominal compared with the cost of a 
lawsuit, tliese fees take away from a retailer’s ability to use capital to reinvest in the business, 
grow and create jobs. 

The recent Newegg case' demonstrates the many costly steps involved in litigating a 
case. Over two years ago Soverain Software sent Newegg, and other retailers, a demand letter 
asserting broad infringement claims relating to the functionality of online shopping carts. One 
large retailer had previously settled for millions of dollars, and another had also settled with 
Soverain for an undisclosed amount. Newegg, however, fought the claim. At trial a jury 
awarded Soverain $2.5 million, Newegg appealed the decision, and tlie Federal Circuit Court of 
Appeals invalidated all of tlie asserted patent claims on the basis of obviousness in January 
2013.^ Although Newegg proved ultimately successful, the case took nearly two years and 
millions of dollars to resolve. 

The Newegg case is just one example of the broad infringement claims trolls are asserting 
against retailers. There are over one million software patents in the United States. Many 
software patents contain broad concepts dealing with hitemet functionality and have 
extraordinarily vague claims. Past asserted patents include activities as mundane as (1) a 


' See supra note 3. 

“ Cliolc Albancsins, “Newegg Crushes Palent Troll in Online ‘.Shopping Car(‘ Suil” PCMag. Com, January 28, 2013, 
last accessed Mareh ,s, 2013, available a( hUx5://w\v\y,]>cmav,cpjn/an^^^^ 
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retailer’s mobile application linking to their website’, (2) using a search function as part of the 
retail website or even (3) scanning a document to PDF and tlien emailing tlie file’. 

Legislative Solutions 

The members of the National Retail Federation appreciate the efforts of Congress to 
reform the United States patent system through the America Invents Act in 2011. Retailers 
believe, however, that true patent reform will not be complete until Congress has devised a way 
to combat tlie alleged infringement claims made by patent trolls. 

The Saving High-Tech Inventors from Egregious Legal Disputes (SHIELD) Act, recently 
introduced by Representative DeFazio (D-OR) and Representative Chaffetz (R-UT), will provide 
relief to retailers because the losing party is obligated to cover the fees and costs of the 
prevailing party. We feel this proposal would deter patent trolls from filing frivolous lawsuits 
and shift the financial risk calculus for all parties involved. In addition, tlie bill provides retailers 
the opportunity to defend against an infringement claim by taking a case to trial with the 
opportunity to recover their costs and attorneys’ fees because the patent trolls would be required 
to pay if tlieir case was unsuccessful. 

Other deterrents to frivolous litigation might be found in modest process reforms for 
handling patent litigation. One proposal, for example, would be to limit the scope of discovery 
in patent cases, because abusive discovery requests are another expensive tactic trolls use to 
drive up the costs of fighting these claims in order to compel retailers to agree to an early 
settlement. By limiting a patent troll’s ability to utilize endless discovery requests, it might be 
possible to strike the proper balance between protecting legitimate patent claims and the rights of 
retailers and others who must defend themselves from abusive litigation. 

Conclusion 


Patent trolls inhibit innovation and growth in the retail industry. Scarce resources that 
could be used to open new stores, create jobs or improve the customer experience are being 
drained away to fight claims by predatory and abusive patent trolls. The National Retail 
Federation commends the Committee’s attention to this issue, and we look forward to working 
with you and your colleagues as you seek viable solutions to help end abusive patent litigation. 


^ tJSPfO 7,441,196 http://patft.uspto.gov/netacgi/nph- 
Parser?Sect2=PT01&Sect2=Hir01'T&p=l&u=/netahtml/P'l'0/search- 
bool.html&r^l&f=G&l=.50&d=PALL&RefSrch=yes&Query=PN/744tt96 
^Mark Brohaii, "A big patent win for e-tailers” tnternetRetailer.com, May 22, 20i2, 
http://www.intemetretailer.eom/2012/0.5/22/big-pateut-wm-e-retailers 

'^Mark Gibbs, ”A Patent Troll Wants to Charge You for F.niailing Your Scans!” Forbcs.com, .lanuary 5, 2013, 
http://www.rorbcs.eom/sitcs/markgibbs/20l3/0l/05/a-patcnl-troll-wants-lo-chargc-you-lbr-cmailing-your-scans/ 



125 


March 5,200 

Ihe Honorable Howard Coble, Chairman 

Subcomminei, on C uurts, InteUecnial Fmpcrty, and the Internpl 

Committee oiithe Judiciary 

B-j 52 Hci>buin House Otfice Building 

L S House oi RepieseniatiVLS 

Washington. D-C. 20515 

The Honorable Mel Watt, Ranking Member 

Subcommittee on Courts, Intellectual Property-, aitd die Internet 

CommiUce on the Judiciary 

B--35 i Ra)'bura House Office Building 

IJ.S House of Representatives 

Wa.shinglon, D.C. 20515 

Dear Chairman Coble and Ranking Member W'att: 

Thank you for allowing us the opportunity’ to submit our views in connection with the March 7. 20 ! 3 hearing 
on “Abusive Patent Litigation; The Impact on American Innovation & Jobs, and Potential Soluiions.” 

We begin with a description of the “Saving High-Tech Innovators from Egregious Legal Di.sputes Act of 
2013,” (H.R, 845), also known as the “SHIELD Act,” which would alter civil procedure for a broad category of 
patenl litigants, based on the identity ofthe litigant. We then identity’ four key concents with the SHIELD Act, 

Tlie SHIELD Act creates a procedure wiiereby a patty asseiting invalidity or noninfringement may move for 
an interim judgment that would put her adversary at risk for payment of the “full costs” including “reasonable 
atTorney’s fees" of the moving party, should the moving party prevail on invalidity or noninfringement. The 
entegory of litigants who w'ould incur this added risk is quite broad, since it is defined by exclusion, llic at-risk 
category includes all litigants except 

t the inventor or joint inventor, 

• the U rst assignee of the patent, 

• an assignee that has made a substaiilial investment in production or sale of a product covered by the 
patent, or 

• an institutioti of higher learning or technology transfer organization whose primaty purpose is to 
facilitate the commercialization of technology developed by an institution of higher learning. 

We have four key concents about the SHIELD Act, 

First, the SHIELD Act would run afoul of two central tenets of our civil procedure system, equality of 
treatment and transsubstantivity. The Federal Rules of Civil Procedure arc intended to support a central 
principle; the procedural system ofthe federal courts should be premised on equality of iTcaimenl of ail parties and 
daim.s in Ihe civil adjudication process. The simple but ambitious norion was that the legal riglils ofeitizens should 
be enforced b\ neutral courts, without advantaging one class of over anoche.r. This idea was a baseline 

democratic tenet ofthe 19 j0s and then of postwar America with regard to such muiicrs as civil rights, the 
distribution of social and political power, marketplace status, and equality of opportunity. 

The Rules Enabling Act expressed in 28 USC § 2072 provided for prescribing general rales of practice and 
procedure so that the Federal Rules would be “uniformly applicable in all federal district courts [and] uniformly 
applicable in all types of cases,” The concept is based on the principle that the Federal Rules should operate 
cvcnhandedly across the substantive universe, be- framed io uncomplicated, general terms, and be applied in the 
same fashion for ail litigants. This philosophy was consistent with the desire to keep the original Federal Rules 
lectuaily .simple and value neutral as much as possible, if we are to adhere to the principle of transsubstantivity, the 
general application ofthe procedural mles shcHild not vary- with the substantive law controlling a particular claim. 
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Second, the SHIEIJ) Act wtmid be n highly unuso^l departure from (he Anieriean Rule. The American 
Rule - that each party should bear its own costs in Utigation -Teflecte the Founders’ rejection at' the British “loscr 
pays" system. The Founders reiected the British system in large part to allow all citizens access to courts, in which 
disputes would be resolved on the merits. Over the years,;when Congress has created escepiions to the .American 
Rule, it generally has been tor the purpose of eftcour^Rg iillgatioo by creating "privaiL altorncys genera!'’ to 
conduct litigation to enforce public policies that might oSierwise be too risky' to pui'sue. The bqua! Access to 
Justice Act is a prime example. 

One of the most unusual aspects of the SHIELD Act is that it is designed to discourage a broad categoix of 
patent holders from pursuing litigation to enforce ■flieir csa^^ssionally bestoived rights by sigiiiticamiy increasing 
the risk they bear. More importantly, the Aci has only a one-way provision - not every "losef' pays under the bill •- 
only The patent owner pays. 

Third, the SHIELD Act would burden patent licensing, a business model as deeply rooted in American 
commerce as any in existence today. The survival ofthe United States at the time of the founding of the nation 
was far from certain. We were a backward agrarian economy with only three million inhabitants, dependant on 
imports and lacking strong domestic industry'. Our chief adversary', besides the wilderness, was Britain with whom 
we had just fougln a war and we'd soon fight anotlier. It had three times our population, ft had tlie most powerful 
economy on earth, and was clearly the unrivaled leader of the emerging induslrlai revolution. It wa.s, therefore, a 
critical task for the leadere of the new nation to design institutions that would encourage economic activities and 
investments that would spur rapid dcvelopnicni of our primitive economy. 

Among those institutions is the patent system, authorized by the Constitution itself. Our patent system 
rejected the British patent system. Patent fees in tJje British system were set verj' high, about 1 1 times the per capita 
income of the average citizen. It was u system that was out of reach of all but the wealthy. In fact, during the 
debates at the time, the cxclu.sion of the, quote, working classes, was regarded as one of the chief virtues oftlie 
British patent system. The United States adopted a radically different and unique approach. Patent fees were set at 
a level that an ordinary citizen could atford. Initially $3.70 per application, and later raised to S30, it was .sliil 5 
percent of the rate in Britain. Repositories were created throughout the country, so inventors could drop oiT their 
applications and models and have them forwarded to the Patent Office at government expense, Inventors could 
apply for a patent tlirough the mail, postage free. 

Tlie results were dramatic, in comparison to the British system under which most inventors came from the 
privileged classes, the vast majority of America's inventors came from humble beginnings; farmers, workers, 
merchants, mechanics, and artisans. Of the 160 so-called great inventors in the 19ih century' of America's history, 
over 70 percent had only primary or secondary school education. Many had no formal schooling at all. People like 
Thomas Edison, Elias Howe, George Eastman, and Matthias Baldwin, the inventor of the iocomoiivc, had to ioave 
school early to support their families. 

But more importantly for our discussion, another way that the U.S. system encouraged participation by the 
masses was its avoidance of the European requirement that tlie inventor practice the art. i.e,, “work” the patent. 
Under the system our Founders rejected, patentees had to “work” the patents by snanufaciuring or selling products 
ba.sed upon their patents, or else lose their patent rights. This was a deliberate choice by the Congre.ss. As one 
scholar, Zorina Kahn, notes, in remarking about the debate over the bill that became rite first U..S, patent law in 
1790, “the Senate suggested requiring patentees to make products based on the patent or license others to do so, but 
the House rejected this as an infringement of patentee rights.” 


In fact, the Founders believe that ‘Svorkmg” the paieot that is, manufacturing or atherwis'? providing the 
product or service in commerce, would only strengtlien monopoly power and skew invention towards the incumbent 
indiisti'ies by limiting patems mostly io those wilfi tactorles or the ready capital to build them. 

!r \\a' autuasb :he Fo-unders who created a unique patent system to promote non pravtv’nj. c' tU’C'- l!k 
[ wuoeis who designed this ‘NFF-fiiendly system with its explicit provision allowing the tr insfin id patent u 

tK.n'-teiuL'i''i> ‘hat both the cnuri': and the U.S. Patent Office wercio facilHaie. From iW itKcption l i x lU r 
" U' dc' gned h' enut ragv’ [Vople to buy and sell patents, because doing so enabled ih- oi Jinew \u »t ir coioi 
1 1 ..! .iKi’f' 1 .-AC cupiud u' LMnuiCftiahze his or her own discoveries to still participate in Mie ..(.m i'm v i p^*>k c f 
LW^itung t lid pab’iNlung th‘‘"e tnveiUtons. 
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This ability to license patent riglits turned inventing into a career path for thousands of poor, but technically 
creative citizens. It also proved to be a powerftil means of mobiliziDg capital for investment in the 
commercialization of the new technologies embodied in &dse patents. 

By the time of the Civil War, theU.S. per capita patenting rate was more than triple that of Britain's. By 1885 
it was more than quadruple. At that time 85 percent of all U.S. patents were licensed or otherwise assigned to others 
by their inventors. In conclusion, patent licensing is a business model that is deeply rooted in our history and ought 
not lightly to be burdened with additional risk. 

Fourth, to the extent the SHIELD Act is designed to discourage nuisance suits, it is an overbroad 
solution to a problem that judges are equipped to address on a tailored, case by case basis. Nuisance lawsuits, 
sometimes called “strike” suits, are an inherent danger in a system that encourages open access to courts and tries to 
provide a level litigation playing field. A paradigm nui^nce case is one in which the plaintiff brings a lawsuit that 
lacks merit in hopes that the defendant will settle for an amount less that the cost of defending the lawsuit. 

District courts have a variety of tools at their disposal to curb nuisance lawsuits, including 28 USC § 1927, 

Rule 1 1 of the Federal Rules of Civil Procedure, and Ae inherent power of the court to impose sanctions. Moreover, 
the procedural system and current case management tools enable judges to screen out and dispose of cases lacking in 
merit- Finally, aggrieved defendants may bring lawsuits for malicious prosecution and abuse of process. Because 
these tools are each used on a case by case basis, rather than applied to a broad swath of litigants, they do not 
endanger the civil justice system’s commitment to open access, equal treatment to litigants, and adjudication on the 
merits. 

In summary, the SHIELD Act would significantly depart from settled American jurisprudence in multiple 
important ways. It would put pressure on the principles of equality and transsubstantivlty that are central to our civil 
procedure system, create an unusual one-way departure from the American Rule, undermine a foundational element 
of the U.S. patent system, and disadvantage an entire class of litigants based on their identity in order to address a 
familiar problem better managed on a case by case basis. For all these reasons we believe the Act is flawed, We 
encourage the Subcommittee to exercise great caution in pursuing its review of the SHIELD Act. Congress ought 
not lightly depart from such long settled principles of civil procedure, patent law, and the administration of justice. 

Please do not hesitate to contact either of us should you have any questions or concerns. 



University Professor 

New York University School of Law 


Bernard J. Cassid>^ 

President 

Tessera Intellectual Property Corp. 
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Introduction 

Chairman Coble, Vice-Chairman Marino, Ranking Member Watt and Members 
of the Subcommittee, thank you for the invitation to provide written testimony for 
the record in today's hearing on "Abusive Patent Litigation: The Impact on American 
innovation & Jobs, and Potential Solutions.” I am honored to be given this 
opportunity. 

The purpose of this written submission is to expound upon my prior 
comments urging Congressional action on the breadth of patentable subject matter 
and the clarity of patent ciaims.' Negative exploitation of the changes in these areas 
over the past few decades has generated the perfect breeding ground for abusive 
patent litigation and the proliferation of so called patent trolls. Addressing the 
issues of the breadth of patentable subject matter and/or the clarity of patent claims 
will provide positive change and would be welcomed by the courts and the majority 
of stakeholders. 

While passage of law would be the preferred method for Congress going 
forward on these issues, other opportunities present themselves at this point in 
time as the courts and the Administration are presently engaged in reforms directed 
at these two probiems. The use of "soft iaw" through either a "Sense of" resoiution 
or language in a Congressional Report would provide the guidance on these matters 
that has been actively sought by the Courts.^ 

Why Congress Should Direct Positive Change, not the Courts or the 
Administration 

The Constitution states that it is for Congress to balance the equities to 

determine in what instances patents wouid "promote the progress of science 


^ There are others who will testify at this hearing directly about the problem of abusive patent litigation and 
patent trolls. Some w'ill state that there is no patent litigation or patent troll problem, in that what w'e see is 
the system working as it is intended and the law is providing the appropriate remedies, perhaps imperfectly. 
How'cvcr, in fact, there are many dowmsides to the proliferation of increase in patent litigation. Those 
downsides include 1) the increased burden on the courts draining judicial resources 2) business uncertainty 
and 3) increased attention by the coinfs wltieh lead to fmther imcerlainty, 'chaos. MosI importanlly abusive 
patent litigation shifts resouices from hmovation to litigation harming American jobs and slowhig the 
overall societal benefits that could come from advances m science and tcclmology. 

^ In 1972, the .Supreme Coinl wrote “If tliese [computeij programs are to be patentable, considerable 
problems are raised wliicli only committees of Congress can manage, for broad pow'ers of investigation are 
needed, including hearings wltieh canvass the w'idc variety of views which those operating in tliis held 
entertain. The technological problems tendered in the many briefs before us indicate to us that considered 
action by tlic Congress is needed." Despite this admission that it was for Congress to determiue, not the 
courts, in 1981, in the absence of Congressional statement the courts began upholding patent claims on 
etnnpuler programs. The courts have on multiple occasitms asked fttr Congressional guidance and have 
been met w'ith silence. In the void, the courts moved foiward. 
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and the useful arts.”^ Currently, the courts and the Administration have 
taken the lead on this discussion. 

There are many in academia and in the public who advocate for the courts 
and not Congress to address the problem of abusive patent litigation. These 
individuals prefer for Congress to remain silent. However, Congressional 
silence on patent policy is contrary to the separation of powers, is an 
inefficient mechanism for certainty, and places a public policy decision in the 
improper forum - the courts - which does not have the institutional 
infrastructure, investigative powers or the authority to balance public policy 
equities. The courts are in no position to determine how monopolies should 
be granted, and to what categories of items, in order to meet the objective of 
"promoting’’ science. They should not be directing change through creative 
interpretations of the law. The appropriate place for determination of public 
policy is the Congress. While the Congress has great latitude to determine 
the contours of the patent law, inaction is not synonymous with great 
latitude particularly when others (the Courts) fill in the interstices 
without a real threat of legislative check/overruling.* 

There are many in academia and in the public who advocate for the United 
States Patent and Trademark Office (USPTO] to solve the problem and not 
the Congress. However, Congress has not given the USPTO substantive rule 
making authority; the USPTO only has procedural rule making authority.^ 
Promulgating rules that have the objective to change the behavior of 
patentees is outside of the USPTO’s power. In Tafas v. Dudas when the 
USPTO attempted to modify the rules for continuation practice to enact a 
public policy decision via a change in procedures, the court found that 
method to be outside of the USPTO’s authority and the USPTO rule was 
rejected. 

Today as this Congressional hearing is taking place, the Supreme Court 
justices are preparing to hear oral arguments on the appropriate breadth of 
patentable subject matter with regard to genetic information, and are busy 
penning an opinion regarding the breadth of patent rights for patented seeds 
used by farmers. Meanwhile, the USPTO is in the midst of reviewing the 
outcome of their recent public "listening sessions’’ with the intention of 


^ LLS. Conslilulion Arlicle 1 .Seclion 8 Clause 8 

^ Just last year in Mayo v. Prometheus the Supreme Court changed direction from over two decades of 
coiu't precedent to re -frame tire detciinination for what is eligible for patent imdcr 35 USC 101 as an 
inquiry as to whether the innovation was inventive enough. Specifically, they denied the patent claim 
because given what others in the field liad already aceomplished, the claimed iimovation lacked sufficient 
invention. This is a subjective test akin to “I lenow it when 1 see it” - a clear reinterpretation of law in order 
to obtain a partictilar result despite the intent of Congress or the expectations of the public. Moreover, it 
evinces a fundamental lack of understanding of the patent law's as lack of inventiorL' not inventive enough is 
a35I,tSC 102 or 35 CSC 103 issue not 35 CISC 101. 

^3.5 I.tSC 2(b)(2) does not vest the USPTO with any general substantive rulemaking power. 
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changing current practices with regard to the patentability of software 
patents. 

Congress should not only be actively engaged in that conversation (in ways 
such as this hearing], Congress should be directing the process of reform not 
watching it from the sidelines. The issue is ripe for Congress to address; so 
ripe that it's drawing flies. Everyone understands that the expansion of 
patentable subject matter has resulted in impenetrable patent claims with 
broad coverage using functional language. This is why the Supreme Court 
and the USPTO have involved themselves in the conversation. They are 
looking for solutions and 1 am enheartened to see that Congress is also. 
Ideally, Congress would act through the passage of law but that is not the 
only option.^ Reform having the same effect can take place via a more 
expedient route. 

Congress can change the current dynamic now without passing a law 

Since in 1980, a single line in a Congressional report was used to infer 
Congressional intent - another single line in a Congressional report or in a 
Sense of Congress could be utilized to correct the inference that led to the 
expansion of patentable subject matter and cut at the heart of many of the 
patents currently used in abusive patent litigation strategies. 

In 1980, in Diamond v. Chakrabarty, the Supreme Court said, "[t]he 
Committee Reports accompanying the 1952 Act inform us that Congress 
intended statutory subject matter under 35 USC 101 to 'include anything 
under the sun that is made by man.' " The Supreme Court used this single 
statement as justification - as evidence of "Congressional intent” - to expand 
patentable subject matter first to living matter, then later to algorithms and 
software and then to business methods. With the exception of the creation 
of prior use exception to business method patents in 1999, Congress has not 


^ Passage of law is the optimal route. In tills way, any changes reinterpreting w'hat is eligible for patent or 
if a claim is written too broadly could be prospectic'e instead of retroactive. Only Congress has the powrers 
to implement these changes in a way that does not affect settled expectation by having the reforms start on 
a specific date in the futinc as opposed to applying to all patents issued ever (which is how ref onus by tlic 
USPTO and the Courts W'Ould work). Such a Congressional solution via legislation would have the least 
disruptive effect on industry. 

^ Diamond v. Chakrabarty, 447 U.S. 303 (U.S. 1980) citing to S. Rep. No. 1979, 82d Cong., 2d Sess., fy 
(19.S2); H.R.Rep.No.l923, 82d Cong., 2d Sess., 6 (19.S2) 

** Tt is worthy of a foolnttte that the Supreme Court in 1 980 - eight years after stating in 1972 that Congress 
had not spoken on the issue of patentable subject matter - found that Congress had spoken on this issue 
back in 1 952. Tn other words, in 1 980 the Court reached buck to I 952 beyond the Court's statement in 
1972, to ‘Tlnd" justification for a new result that they refused to reaeh eight years earlier. In those eight 
years, with not a word on the breadth of patentability' from Congress, the courts moved foivvard 
independently, ignoring the Court’s prior statements on tlie matter. 
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spoken on the appropriate breadth of patentable subject matter since that 
one line in a Congressional report in 1952.‘-’ 

Starting with Diamond v. Chakrabarty, a subsequent line of cases further 
expanded what is eligible for patent and have resulted in a proliferation of 
patents on questionable "inventions" and provided a breeding ground for 
the offensive use of the patents against others for products that are only 
tangentially related to the asserted patents. All based on statutory 
interpretation relying upon inferred congressional intent found in a single 
sentence. Because of the broad breadth of claims that resulted from this 
expansion and the claiming of function as opposed to invention - these 
patents are facially valid and the defendants find themselves in danger of a 
ruling against them for infringement. 

On February 19* the Supreme Court heard arguments as to the breadth of 
the patent granted monopoly over seeds used by farmers. On April 15*, 
the Supreme Court will hear arguments for whether human genes are eligible 
for patent.ii This spring, the Court of Appeals for the Federal Circuit is 
hearing a case en banc involving the patentability of processes. At stake in 
these cases are public policy determinations of what should be eligible for 
patent, if Congress does not speak, the courts will act and again determine 
public policy in the vacuum. 

Language in a Congressional Report on a "Sense of' resolution can send a 
clear message to the courts that their statutory interpretation is incorrect. 
Since the Courts are actively reviewing patentability, a Sense of Congress 
could be the message that results in a re-boot of the law. Some possible 
"Senses” could provide relief from many abusive litigation practices: 

1) Congress could simply states in a "Sense of” Resolutions^ 
that the Supreme Court was incorrect in interpreting 
Congressional intent and that in order to eligible for patent 
that an invention must include a transformation or a non- 
general purpose machine, in effect, this interpretation 
would signal to the Courts that Bilski was wrongly decided. 


^ Arguably Congress has spoken in Ihe apposite. .Section 14(b) of the America Invents Act specifically 
states “ RULE OF CONSTRUCTION.— Nothing in this section shall he construed to imply that other 
business methods are patentable or that other business method patents are valid." I’lius, contrary to the 
interpretation by the courts that Congress intended everytliing under the sun to be patent eligible clearly 
Congress has stated that they liave made no such statement and tliat the jmy is stiU out with regards to 
business method patents and tints the appropriate breadth of ‘inventions’ eligible for patent. 

Bowman v. Monsanto Co., 133 S. Ct. 420 (U.S. 2012) 

Ass'n for Molecular Pathology v. Myriad Genetics, Inc., 133 S. Ct. 604 (ILS. 2012) 

CLS Bank Int'l v. Alice Corp. Pty., Ltd., 2012 U.S. App. LEXIS 24896 (Fed. Cir. Oct. 17, 2012) 

12 http:, '/assets. openers. coni/rpts''98-825_20030716. pdf 
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By requiring a transformation or a non-general purpose 
machine, the broad amorphous claims that are the 
foundation of many abusive litigation strategies would not 
survive. 

2) Congress can re-iterate that 35 USC 112(f] is the only 
method by which a claim can cover function. i'' This is 
already the law but as a result of the expansion of subject 
matter to inventions less rooted in tangible objects and 
more toward processes and the abstract, there has been a 
rise in functional claiming as a way of defining these broad 
ideas for patent. In rejecting bare functional claims and 
noting the language of 35 USC 112(f) - means plus function 
claiming that requires the recitation of a structure -many of 
the broad amorphous functional claims that are the 
foundation of many abusive litigation strategies would not 
survive. In the area of patent law, the property lines have 
become increasingly blurred since 1980 as the courts have 
progressively expanded the boundaries of what is eligible 
for patent and concurrently permitted patent claims 
directed not toward invention but toward function. 

3) Congress simply states in a Sense of Congress that 
patentable subject matter is not independent of the other 
requirements of the patent laws and that from a date 
forward the courts should interpret as such.i^ Thus, the 
court created distinctions separating what is eligible for 
patent from the other substantive and procedural 
requirements could no longer be a concern. How would 
this change anything? The fool’s errand of defining 
"abstract idea” would be eliminated. The careful parsing of 
patent eligibility to distinguish it from novelty and 
obviousness would no longer trip up the Supreme Court. 
Moreover, the inconsistency in the law that makes it 
questionable whether the courts are able to invalidate a 
patent based on patentable subject matter is resolved.i^ 


For an excellent recitation on the rise of functional claiming and the associated problems, see Viark A. 
Lemley, Software Patents and the Return of Functiunal Ciaimint;, Stanford Riblic Law Working Paper No. 
2117302 (July 25. 2012). 

1 will complete a paper on this topic litis Spiing. On request, 1 am happy to e.xpomid upon legal 
arguments w hy 35 USC 101 could be validly argued that ills nttl a separate requirement and the prttblems 
associated with such a determination. 

The patent law stahitc docs not state 35 USC 101 as a basis for challenge of the validity of a patent. 
Wilde tlic courts have heated it as such, a close reading of tlic statute is clear that it is not. Conginss should 
address tliis inconsistency with a statement before the courts specifically address this inconsistency via 
dieir own interpretation of Congressional intent. 
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The law can then freely develop to exclude problematic 
inventions using obviousness under 35 USC 103 or 
definiteness under 35 USC 112(b}. 

These are but three proposals of a multitude of approaches that Congress 
could pursued'^ 


Conclusion 

The Congress has chosen to exercise the power to create monopolies under 
patent and modified the law as recently as 2011 to balance the equities; 
however, the most basic notion of what should be eligible for consideration 
of the grant of a monopoly has not been directly addressed by the Congress 
since the 1952 Patent Act. This determination has been abdicated to the 
courts. Such abdication without delegation, if not unconstitutional, is 
contrary to the separation of powers, is an inefficient mechanism for 
certainty, and places a public policy decision in the improper forum - one 
which does not have the institutional infrastructure, investigative powers or 
the authority to balance public policy equities. The current "solution" of 
leaving it up to the courts is unsatisfactory. 

In the 19 th century the country went through an astoundingly similar period 
of history with patent trolls (at that time called patent sharks). Similar to 
the situation we have now, what is eligible for a patent was expanded by non- 
Congressional actors - in this instance the Patent Office expanded patentable 
subject matter resulting in patent sharks. Post-expansion, the Congress 
arguably codified the practice. The results were disastrous by all accounts 
leading to abusive patent litigation greater in scope than we see today. 

Within 20 years the USPTO reversed their expansion and Congress followed 
suit by codifying the reversal. Because the Courts and not the USPTO 
generated the present day expansion - absent a reversal by the Supreme 
Court (which would mean re-interpreting their interpretation of 
Congressional intent) - only Congress has the ability to course correct. 


One such approach to level the playing field between patent asscition entities and the accused is through 
the use of fee sliifting (loser pays). Representatives DcFazio and Chaffetz have repeatedly introduced such 
legislation. Wliile there are many downsides to fee-sliifting including that the corporations formed solely 
for the pmposc of abusive patent litigation could stmeture themselves to be intmimc from the objectives of 
the proposed law, a new law is not necessary' to acliieve this goal. In line with the prior theme, a 
Congressional statement in a report or in a “Sense of” resolution tliat for the purposes of 35 CSC 285 (the 
court in exceptional cases may award reasonable attorney fees to the prevailing party ) that the courts should 
ctmsider evidence of abusive patent litigation as stnmgly persuasive toward a finding of an “exceptional 
case” to aw'aid attorney fees. Such a defining of exceptional cases could accomphsh the same goals as the 
proposed legislation. 

Those who ignore liistory are doomed to repeat it. . . see Blackberries and Barnyards: Patent Trolls and 
the Perils of Iimovation, 82 Notre Dame L. Rev. 1809 (2007) for an excellent exposition of the patent w'ars 
of the 19th century'. 
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Of course the suggestions I detailed supra for Congress to clarify 1] what is 
eligible for patent and 2} point out that bare functional claiming without 
associated defined structure does not meet statutory requirements can be, 
and optimally should be, implemented with the passage of law. But Congress 
has a unique opportunity to 1} influence the outcome of cases presently on 
review before the Supreme Court and the Court of Appeals for the Federal 
Circuit and 2} publically add its voice to changes currently in progress for 
USPTO procedures regarding patentability. 

The first step is to send an official very public message piece from Congress. 
At best, a "Sense of' resolution provides a principled foundational basis for 
the courts and the Administration to consider as they go forward with 
reforms. At worst, they simply ignore the statement. The country is no 
worse off with the effort.i^ 

This window of opportunity is brief. I hope that Congress will assert its 
authority in this area before the window closes. 

Thank you for this opportunity to present an academic view on these issues. 


Moreover, ideally, such an ell'ort could be just the beginning of the process for Congressional oversight, 
flic House and .Senate Judiciary Committees could tlicn appoint a special coimscl, pcrliaps a fonner retired 
federal circuit judge who is familiar with Capitol Ihll and the courts to oversee the process. The .ludiciary 
Committees jointly requests the USFl'O and tlic Library of Congress to assist tlic Special Counsel and 
serv e as fadhtators. The facilitators conduct meetings inviting economists, technologists, futurists, - nerds 
of every walk - and include the Special Counsel and his or her staff at every meeting including planning 
stages. The facilitators convene these discussion sessions on various problematic aspects of patentable 
subject matter and patent quality. The general public is invited lo view the meetings via a webcast and lo 
provide comments tlnough a L SPf O notice and comment process, the special coimscl prepares a report 
presenting the finding to Congress for Congressional action. 
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Mr. Watt. I want to thank my colleagues who have deferred, to 
allow us to get through in time to go see the President. 

And I want to ask a question, which I will really just ask all of 
the witnesses to address in writing, if you do not mind, because I 
think unless we get to some definition of what a patent assertion 
entity is, we are never going — if we define it too broadly, we are 
going to impact adversely a bunch of people who we should not be 
impacting. 

And a lot of what I have heard today, well, not a lot, but some 
of what I heard today, might suggest that the troll or patent asser- 
tion entity is anybody that we do not like. And we obviously have 
to be very tailored if we are going to craft legislation to deal with 
this. And I am not sure doing it by exclusion, which is what Mr. 
Chaffetz’s bill does, and Mr. DeFazio’s bill does, does it inversely. 
I am not sure that I am comfortable with that. 

So just give me a definition that you think would be workable, 
for legislative purposes, of what a patent assertion entity that 
would be covered by preventing them from proceeding in a lawsuit 
would consist of 

Because if we cannot define what a troll is for this purpose, I do 
not think we are ever going to be able to pass a piece of legislation. 

And I think we have to limit this to patent litigation, because, 
otherwise, we are going to be over into a whole area that has been 
a lightning rod for a number of years. We will be back in tort re- 
form and litigation reform. And we have done a lot of that. 

But I think this may be unique to the patent area of the law. 
And if we started by having a good definition that we could work 
from, I think we would all be serving ourselves very well. 

So with that, Mr. Chairman, I know my green light is still on, 
but the President’s red light is approaching quickly, because if they 
are not going to let me in after 2 o’clock, I am already in trouble. 

So as important as everybody here is, sometimes the President 
of the United States takes precedence over whatever else we are 
doing. So I hope you all will forgive me. 

That does not mean I think he is more important than you all. 
It just means that I would like to hear what he has to say, particu- 
larly since there is, “charm offensive” going on. [Laughter.] 

So I thank you all, and have a great day, and thank you for 
being here, and thank you all for deferring to us. 

Mr. Marino. Thank you. Congressman, for your help today. 
What an appropriate word. 

But the Chair now recognizes the Chairman of the full Judiciary 
Committee, Chairman Goodlatte from Virginia. 

Mr. Goodlatte. Thank you, Mr. Chairman. I know I was 
charmed by Mr. Watt and not at all offended. 

I apologize to the panel for not being here for all of your testi- 
mony, and I very much appreciate your participation today in this 
important issue, and I do some questions I would like to address 
first, to Mr. Gerst, and then I will ask some of the rest of you to 
comment as well. 

When it comes to the patent system, especially patent ownership, 
do you believe that it is appropriate for entities to assert a patent 
far beyond the value of its contribution to the art? Are there or 
should there be limits to asserting patents in litigation? 
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For example, is it appropriate for an entity to send out vague de- 
mand letters en masse without providing specificity as to how an 
individual is infringing on a patent? Should there he limitations to- 
ward bringing cases against customers or end-users who are least 
able to understand the patent system or meaningfully respond in 
litigation? 

Mr. Gerst. Thank you, Congressman. 

There are already limits on what litigants can do in litigation, 
and these are Rule 11 sanctions. You can’t make assertions that 
are beyond the scope of the patent, unreasonably beyond the scope 
of the patent. 

And the problem is ex-ante. It is hard to tell exactly what that 
limit is, so you do need to litigate the issue. 

You are also talking about a 

Mr. Goodlatte. We could provide more specificity, could we not? 

Mr. Gerst. Again, Congressman, I think the courts are the best 
place to tailor that and to allow the standard to evolve over time, 
rather than having some standard one-size-fits-all that is very dif- 
ficult to change. 

On the demand letters point, that is a slightly different issue. I 
mean, what you really have there is asymmetry of information, 
right? You have, on the one side, very sophisticated patent dealers, 
and they are approaching unsophisticated folks. And the answer 
may be, then, to try to help out the symmetry of information by 
perhaps giving some grant money to entities that will help coordi- 
nate and help these various targets of this activity coordinate their 
defenses. 

I will tell you those sort of broad-based campaigns, what they 
fear most is coordinated activity. So you don’t need, necessarily, to 
change the law. You just provide a way for that coordination 
among defendants who are targets to take place. 

Mr. Goodlatte. It seems an unusual thing for the government 
to provide funds. We do not even know who we would be providing 
it to, since the targets, when you are talking about end-users, and 
companies like JCPenney, it could be anybody. 

But, Mr. Chandler, do you have a view on this? 

Mr. Chandler. Yes, I think that the issue of the broad attacks 
by companies is really driven by procedural opportunity. 

I think Ranking Member Watt’s question about the definition of 
a patent assertion entity sort of begged the question of, why is this 
activity happening? And it is happening because of procedural 
weaknesses that allow it to go on with impunity. 

And I think the courts have been reluctant to impose the sanc- 
tions that Mr. Johnson and Mr. Gerst have pointed out they have 
the ability to do today. 

And I think shifting some of the balance on that, so that when 
you have these particular procedural opportunities that are being 
exploited and that have driven the creation of a new industry that 
none of us faced a decade ago, when you address those particular 
procedural defects, there will be a self-correction. 

I think Mr. Boswell described that as a paradigm shift where the 
ability to, with impunity, extract unearned rents off of patents that 
do not apply 
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Mr. Goodlatte. Got it. Let me interrupt you, because I want to 
get in a couple more questions. 

Mr. Chandler. Sorry. 

Mr. Goodlatte. Ms. Dhillon, as a retailer, JCPenney is not sued 
because of the products it sells, but for the technology that it uses. 
Patent litigation, per se, is obviously not a new phenomenon, but 
the type of abusive litigation that we are seeing today is new. 

has there been such an exponential growth in these types 
of cases? Is it a result of certain plaintiff-friendly judicial districts, 
or are there other factors in play as well? 

Ms. Dhillon. I think there are number of factors in play. I think 
that there are certain plaintiff-friendly jurisdictions that have 
fueled it. I think that there are, I mention in my testimony, some 
older, more vague patents that have been exploited. And I think 
that nothing translates into success like success. 

So I think as NPEs started to gain some traction and others saw 
this as a money-making activity. They essentially have jumped 
onto the bandwagon, to the point where we find ourselves in the 
situation that we are in. 

I think that if the courts were in a position and had the ability 
to remedy these abuses, they would have done so. And the fact that 
we are all sitting here today, explaining the situation that we find 
ourselves in, suggests that the courts do not have the tools that 
they need to contain it. 

Mr. Goodlatte. Mr. Chandler, you recently brought a case for 
you asserted that a PAE was violating RICO laws. I do not know 
if you talk about that already here today, but could you speak more 
about your theory? 

Mr. Chandler. I described it a little bit earlier, but the RICO 
statute was held by Judge Holderman in that case to not be usable 
because he found that some of the 13,000 people might not have 
already had licenses. And, therefore, the petitioning right of the 
patent plaintiffs should be protected. It was not enough of a sham 
to allow the RICO statute to apply. 

But we are going to continue to try to find means to push back 
on behalf of our customers, who are being wrongfully victimized in 
that case. 

Mr. Goodlatte. Does anybody else want to comment on that? 
Nope. 

Thank you, Mr. Chairman. 

Mr. Marino. Thank you. 

The Chair now recognizes Congressman Rothfus from Pennsyl- 
vania. 

Mr. Rothfus. Thank you, Mr. Chairman. 

And thank you, panel, for a great discussion this afternoon. 

I am still trying to quantify the extent of the patent troll issue. 
We have referenced or heard reference to the Boston University 
study. 

I think, Mr. Gerst, you mentioned a Schwartz study. Are any 
panel members aware of any data on the number of patent troll 
claims that have been filed over, say, the past 10 or 15 years, ac- 
tual actions? 

We heard Congressman Chaffetz cite some reference. 

Mr. Johnson? 
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Mr. Johnson. Cited in my written testimony is the Price 
Waterhouse litigation study, which specifically focuses on the num- 
ber and success rates of NPE suits that have been brought over the 
last, I believe, 11 years, citing also the success rates by industry 
over several time periods. 

Mr. Rothfus. l^at are the success rates? 

Mr. Johnson. The success rates, I believe overall for the 11-year 
period, is about 24 percent, perhaps 23 percent, if my memory 
serves, compared to 31 to 33 percent. 

Mr. Rothfus. Is that for verdicts or is that for settlements? 

Mr. Johnson. These are the percentage of these cases that are 
ultimately successful. 

Mr. Rothfus. That could either mean reaching a settlement or 
verdict? 

Mr. Johnson. I believe that settlements are not included, be- 
cause that does not result in a win or a loss, so these are of the 
decided cases, the cases that go through to final decision. 

Mr. Rothfus. Do we have any data on the number of claims that 
may have been subject to Rule 11 sanctions? 

Mr. Johnson. The number of cases that have been subject to 
Rule 11 sanctions, in my experience, is extraordinarily low. Mostly, 
Rule 11 is thought of as a remedy against the attorneys rather 
than against the party. 

More relevant would be the percentage of cases which were 
deemed exceptional, and where fees were awarded as a result of 
that. That is also very low, somewhere, I think, under about 1 per- 
cent. 

And of course, those fees are usually only awarded after the case 
has gone completely through trial. So as to settled cases, you would 
not expect someone with a frivolous case to push it through to trial, 
because there would be no upside in doing that. 

And so, therefore, the truly frivolous cases or the cases that are 
brought out without regard to any merit at all are brought for the 
reasons already discussed by many of the witnesses here, the plan 
is to settle them out quickly. The last thing they want to do is go 
on and go through trial. 

Mr. Rothfus. Now, the Price Waterhouse study, would that just 
include claims that were actually filed in court? So, for example, 
they would not consider any number of demand letters that may 
have been set out to various companies? 

Mr. Johnson. No, the Price Waterhouse study does not address 
demand letters. That becomes very problematic because there, of 
course, is a very wide activity of patent licensing, very legitimate 
patent licensing, as some of the witnesses have mentioned. 

And so a demand letter could be, “I have a patent I think you 
might be interested in taking a license under.” And that could be 
seen as a threat, or it could be seen as a legitimate transactional 
offer. 

A company like ours enters 300 to 500 licenses a year, and are 
happy to do so, because it gives us access to many technologies that 
can be brought together and incorporated in a product in order to 
provide the truly best solution possible. 

Mr. Rothfus. I was wondering if Mr. Gerst or Mr. Johnson 
would have any concerns with the statistics cited by Congressman 
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Chaffetz, about 60 trolls having brought 62 percent of the patent 
litigation. 

Is that something we should be concerned about? 

Mr. Gerst. You said 60 trolls have brought? 

Mr. Rothfus. Sixty trolls have brought 62 percent of the patent 
litigation, is what Congressman Chaffetz stated earlier. 

Mr. Gerst. I do not know about the 60 trolls part. I have seen 
data showing that 62 percent of patent cases are brought by non- 
practicing entities. 

And is that a concern? The bigger concern, from my perspective, 
I mean, there is a lot that data does not show. We do not know 
what the optimum level of that activity is. And the other issue that 
I have a concern with is that such a high percentage of them are 
against companies that make $10 million or less. That does suggest 
that is more of the nuisance level activity, than otherwise. 

Mr. Rothfus. Thank you. I yield back. 

Mr. Marino. Thank you. The Chair now recognizes Congressman 
DeSantis from Florida. 

Mr. DeSantis. Thank you, Mr. Chairman. Thank you to the wit- 
nesses. 

You know, I have looked at our litigation system generally, and 
I think there is a big problem of cases being brought that really 
are not patently frivolous, but they are not going to win at trial, 
but it is usually just too expensive to try them. So there is just in- 
centive to cut settlements. 

In my view is, if you have been wronged, you should be able to 
be made whole. But if you really do not have a case, I think that 
this is a huge inefficiency in our system. I think people contort the 
system for economic gain. 

But I must say, even with that view coming in, I mean, I am a 
little surprised at how abusive some of this patent litigation seems. 
Some of it seems pretty grotesque. 

Ms. Dhillon, you got to JCPenney 4 years ago. You guys didn’t 
have any patent cases at that time? 

Ms. Dhillon. No, we did not. 

Mr. DeSantis. And obviously, any company of your size is going 
to deal with litigation, but has the arrival of patent litigation been 
a huge part of what you are now defending? 

Ms. Dhillon. Yes. It represents now about half of my overall 
legal budget. 

Mr. DeSantis. Did you change your business practices at 
JCPenney from the time that you arrived when there were no pat- 
ent cases to now, when you have patent cases, such that maybe 
people would all of a sudden think that you are infringing patents? 

Ms. Dhillon. We have not changed our business practices. I 
think it is being driven by other factors than how we go about con- 
ducting our business. 

I will say, however, that in response to it, we have changed. In 
response to the wave of patent troll cases, we have changed our 
business practices. 

So for example, in the past, where we might have considered li- 
censing technology from a small inventor, the kind of typical few 
guys in a garage who are putting together a very exciting idea 
about technology, but that do not necessarily have the wherewithal 
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to defend and indemnify us in the event that a troll came after the 
technology, we are taking a second look at that. And there are 
times when we do not license that technology, because we are con- 
cerned that that young inventor, that startup may not have the 
wherewithal to defend and indemnify us in a patent troll case. And 
I think that that is a very unfortunate thing for innovation in gen- 
eral. 

Mr. DeSantis. And to defend one of these cases, what is a ball- 
park figure price tag? 

Ms. Dhillon. To take a case through trial can be upwards of $3 
million or more. And that is hard dollar cost. That does not also 
count the amount of time and internal resources that are diverted 
to work on that case. And that is large, because those people, then, 
are not spending time driving our business. 

Mr. DeSantis. And that actually was going to be my next ques- 
tion. So if you are having to defend these cases, it is not just your 
legal department and outside counsel who deal with it. You actu- 
ally have to have other folks who are involved with the company, 
now all the sudden their time is diverted from trying to be produc- 
tive and innovative to now having to participate in a lawsuit. 

Ms. Dhillon. That is exactly right. 

Mr. DeSantis. Well, thank you, Mr. Chairman. I yield back the 
balance of my time. 

Mr. Marino. Thank you. 

The Chair now recognizes Congressman Collins from Georgia. 

Mr. Collins. Thank you, Mr. Chairman. 

I think what is interesting here in just listening, and I apologize 
for missing some. I heard a lot by watching remotely. 

But the concerns that I have heard so far is stifling innovation 
and looking at the costs that are associated with some of these 
issues of “are we abusing a patent, taking a patent.” And I want 
to address several things as we go along here, because as I looked 
through all of your testimony, and was reading, some of the things 
that kept coming up were, “let’s go back to court.” 

And, Mr. Gerst and Mr. Johnson, especially, “let’s let the courts 
handle this.” “Let’s go to Rule 11.” “Let’s look at issues of dis- 
covery.” 

Just yesterday in this room, we were having another hearing on 
another issue that was not involved in this, and one of the issues 
was changing discovery practices, changing this issue, and using 
Rule 11. And my question was, why do not we use Rule 11 to fix 
this? 

A retired-now judge basically said, as judges, we do not like to 
do this. It takes our time, and we do not have — it would consume 
and also being the standard of also punishing litigants is too high. 

Looking through all of your testimony, you come up to some type 
at least of a discussion on procedure Rule 11 whether it be dis- 
covery or others. 

Sort of real quickly, and sort of not feeding off of each other, but 
if this is what we are hearing from judiciary, and this is court and 
IP, so there is a court aspect here as well. If we are hearing this 
problem, we can be saying “this is a solution,” but in the end, we 
are putting judges in a position where they are going to throw their 
hands up and say we have a problem with this anyway. 
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So I would like to hear somebody talk about that. Feel free. Have 
at it. 

Mr. Boswell. Well, I believe, Congressman, I believe that while 
it is important that judges maintain discretion, I think there are 
some hard and fast rules that it would be appropriate for Congress 
to implement, which takes the ball out of judges’ hands and gives 
litigants certainty going in, so that they can put that into their de- 
cisionmaking as to whether they want to settle a case, whether 
they want to sue at all to start with, whether they want to proceed 
through trial. Because as it stands right now, particularly in the 
case of patent trolls, they really have nothing to lose if they lose. 

And we would like to see that changed in some way so that it 
is more balanced, so there is not complete disincentive to take a 
case to trial. 

Mr. Collins. Mr. Johnson, do you disagree? 

Mr. Johnson. No, I think we are in agreement. Most places in 
the world, the loser pays. Here it is extraordinarily rare. There 
may be a middle ground that the courts could be instructed to use. 

I think you are right, though. My experience in dealing with the 
judiciary is they are reluctant to want to get in to deciding whether 
a defense that lost was meritorious or not. 

Mr. Collins. Mr. Gerst? 

Mr. Gerst. Congressman, if I could just say one additional point. 

Leaving aside the whole NPE issue, the risk that you do run 
with these rules is it makes it much harder to assert patents for 
anybody. And the issue I pointed to in my testimony about compa- 
nies that everybody here loves — operating companies, small and 
midsize — they do not have the ability to assert their patents to 
technology. And if you include in these rules things like loser pays 
or shifting discovery costs, it is going to make it much harder for 
those entities to assert their patents as well. 

Mr. Collins. Okay, let me just change it a little bit. It has been 
talked around a little bit, but I don’t think it’s actually been dis- 
cussed a good bit. 

But one of the issues coming in here is the quality of patents. 
And the issue of quality patents is saying it can be looked at in a 
better way. 

In your opinion, is a solution to curb some of the abusive litiga- 
tion, could it be drawn back to a quality of patent issue? Is that 
something that we have looked at and has there been enough time 
to actually see that? 

Mr. Chandler, why don’t you start? 

Mr. Chandler. Certainly, over time, the reforms enacted in the 
America Invents Act will result in higher quality patents. 

Mr. Collins. Let me stop you right there. Have we given it 
enough time? 

Mr. Chandler. No. There are steps that need to be taken. There 
are 20 years’ worth of backlog of patents that need to be properly 
subject to review. 

And one of the things we could do is have plaintiffs encouraged 
to stay litigation if the patent office found there was good cause to 
reexamine their patents. Right now, they are able to push forward 
with their cases, impose the costs, and extract settlements, even if 
the patent office has preliminarily found the patents invalid. 
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Mr. Collins. Legal extortion is what you are sort of getting at 
there. 

I will say it if you do not. 

In a sense. And I am not saying they are all invalid. 

And I think the problem, and I think Mr. Watt actually ex- 
plained it, is actually getting to those that have valid claims, who 
are they and who are they not, and then dealing with it in a format 
in which we can move forward and not tie up companies’ hands 
and not tie up these issues, and deal with the ones who actually 
have a legitimate concern and complaint. 

So there is a lot more to discuss here. I appreciate you being 
here. 

Mr. Chairman, I yield back. 

Mr. Marino. Thank you. 

I am going to take advantage of my couple minutes to ask some 
questions. I am in the habit of just waiting and going last, because 
I have to be here or the Chairman has to be here. 

But I think my colleague, it looks like he is going to sit there and 
listen to me. Thank you. 

Mr. Collins. I will be right here with you. 

Mr. Marino. We touched briefly on patent privateers, but I want 
to go into it in a little more detail. And we know what that patent 
privateers are companies that outsource their patent lawsuits. 
They are PAEs. 

What is the scope of this? And should such behavior be subject 
to FTC and even, I think more importantly, because I was a former 
United States attorney, DOJ antitrust scrutiny for anticompetitive 
behavior? 

Mr. Rao, would you please respond to that? 

Mr. Rao. Thank you for the question. 

So I think the question about whether or not there is a anti- 
competitive issue with outsourcing your patent enforcement, it is a 
complicated one. 

I think the first issue is patents by themselves is a monopoly, 
and that is anticompetitive by its nature. But it is a constitu- 
tionally granted monopoly. So there is always an anticompetitive 
aspect of patents. 

And in the case where universities or small inventors want to 
have licensing programs and have technology transfer licensing 
programs, take their patents and license them and look to get re- 
wards form that, that tends to seem of procompetitive way of get- 
ting their technology out there. 

I think that when you stop and look at the bigger aggregators 
who are just out there buying patents by the thousands, and then 
basically walking into your office and saying we have 100,000 pat- 
ents, and you probably infringe a couple of them, so pay us, I think 
there is an aspect of that that we need to look at. 

Mr. Marino. Thank you. 

Let us move to discovery, and anyone of you can respond to this. 

What do we do about jurisdictions? And judges control their own 
courtroom. They can actually hand out additional rules that one 
has to follow, so if you are in another jurisdiction, you better do 
some studying up on what the judge requires. 
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But what we do about the situation that happens a great deal 
of time where a judge allows unlimited discovery? 

Does Congress address that? Or do we seriously say to the judi- 
cial system, you have to make some changes here. 

Anyone or all of you? 

Mr. Johnson? 

Mr. Johnson. When the Federal Circuit Court of Appeals was 
established in 1982, it is my understanding that the discussion was 
had as to whether or not it should have the authority to mandate 
rules of practice in patent cases, and the conclusion was that it 
should not be able to disturb the rules of the regular circuits on 
procedural matters. 

So while Judge Rader has been very active and the patent pilot 
courts program will be effective. Congress has not given the Fed- 
eral Circuit the authority to promulgate local rules that would be 
applicable across all districts. 

So at this point, if you are in a place where you have a particular 
local set of court rules, you are stuck with them. So the way liti- 
gants usually handle that is to try to get the case in a place where 
they like the rules. 

Mr. Marino. My point exactly. 

Anyone else want to address that matter, because I do have a 
couple other questions? 

Okay, so the next one, Ms. Dhillon, and of course anyone else, 
how often do we see a court dismissing defendants in these types 
of cases, if there is a litany of them? 

So, Ms. Dhillon, could you respond to that, and anyone else? 

Ms. Dhillon. That certainly does happen, and we have been suc- 
cessful in being dismissed from cases. But I think it goes to the 
point you made previously, which is, unfortunately, that usually 
happens after we have incurred a great deal of cost in the discovery 
process. 

Mr. Marino. Right. Okay. 

Anyone else? Mr. Boswell? 

Mr. Boswell. As I highlighted earlier in my testimony, the issue 
is not necessarily can you get out, but if you cannot get out until 
the end, it is really somewhat of a moot point. You have already 
lost. 

If the judge will not hear dispositive motions until all the dis- 
covery is done, in some ways, it does not matter, because you have 
already lost the case. 

Mr. Marino. I am going to ask you to look into a crystal ball 
here. 

We get this legislation passed. It is on the books. It is signed, 
sealed, and delivered. What do you foresee out of this legislation 
happening? 

Do you understand my question? 

Mr. Gerst. Which legislation? 

Mr. Marino. Legislation where we improve what we have al- 
ready done in the reform act. I mean, this is a never-ending proc- 
ess. At what point do we stop and draw the line and at what point 
to we say enough is enough? 

So, please, anyone want to respond to that? 
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Mr. Rao. I think if we pass something like the SHIELD Act or 
a fee-shifting bill, you would see a number of these patent asser- 
tion entities drop fairly dramatically. 

I mean, it has been a new phenomenon. I feel like people have 
found a litigation business model that works for them right now. 
If we correct that behavior, they will leave this field and find some 
other nonpatent-related field to employ themselves. 

But I think if you change the incentives — it is an economic prob- 
lem — if you change the incentives, I think you will see the number 
of litigations go down. 

Mr. Marino. Anyone else? 

Well, ladies and gentlemen, I want to thank you. This concludes 
today’s hearing, and I want to thank all of the witnesses for being 
here. 

[Whereupon, at 2:26 p.m., the Subcommittee was adjourned.] 
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APPENDIX 


Material Submitted for the Hearing Record 

Statement of Ranking Member Melvin L. Watt 
House Judiciary Subcommittee on Courts, Intellectual Property 
and the Internet 
Hearing on 

"Abusive Patent Litigation; The Impact on American Innovation & 
Jobs, and Potential Solutions" 

Thank you, Chairman Coble. This is my first opportunity to 

congratulate you publicly on your Chairmanship, and to note how pleased I 

am that two North Carolinians sit at the leadership of this important 

subcommittee. I must also acknowledge that on this, our inaugural hearing 
of the subcommittee for the 113**' Congress, that we have on our 
distinguished panel of witnesses, Mr. John Boswell, representing our North 

Carolina constituent company, SAS, which was very helpful to us during the 

debate leading up to passage of the American Invents Act (AIA) in 
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incorporating the joinder provisions that were designed to address some of 


the issues we continue to examine today. 


"Critics of the patent system, including many high-tech and software 


companies, believe that trolls contribute to the proliferation of poor quality 


patents. Ultimately, these critics assert trolls force manufacturers to divert 


their resources from productive endeavors to combat bogus infringement 


suits. Other companies and individuals argue that licensing is a standard 


and a time-honored component of the patent system. They also assert that 


some proposals to change certain provisions in the Patent Act will 
disadvantage many legitimate companies, vendors, and universities."^ 


^ Patent Trolls: Fact or Fiction ?: Hearing Before the Subcomm. on Courts, the Internet, and Intellectual Prop, of the 
H. Comm, on the Judiciary, 109th Cong., at 1 (2006). 
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If this characterization of the debate resonates, it is with good reason. 


Those were the words of then Chairman Smith at a hearing of this 


subcommittee entitled, "Patent Trolls: Fact or Fiction," June 15, 2006. 


Then Ranking Member Howard Berman made a statement at that same 


2006 hearing that still resonates today (at least with me): "Perhaps the 


place to start at this hearing is not the question of whether patent trolls are 

fact or fiction but rather the definitional question of what is a patent troll. 


Almost seven years later, some things have changed and some things 


have remained the same. There is widespread acknowledgment that so- 


called patent trolls or "patent assertion entities" do exist and that they 
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impose a substantial cost on innovation for the companies caught in their 


cross-hairs by engaging in litigation strategies that game the system. 


Much has been done to address these abusive practices. In 2006, the 


Supreme Court in eBay vs. MercExchange arguably made it decisively more 


difficult for patent assertion entities (PAEs) to obtain injunctions against 


infringing products where money damages were sufficient to remedy the 


infringement. This arguably made litigation in federal court for the purposes 


of extracting unwarranted settlements less attractive, at least insofar as it 


threatened to thwart or frustrate the ability of companies to continue to 


produce the product. 


The Federal Circuit has increasingly issued orders of mandamus to 


address venue abuse, disrupting the tactic of forum shopping and the 
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dubious joinder of defendants with tenuous connections to the claim. The 


America Invents Act (AIA) also sought to curtail the practice of joining 


unrelated defendants who, based on entirely different acts, are accused of 


infringing the same patent. The America Invents Act (AIA) also gave the 


Patent and Trademark Office (PTO) additional tools to enhance patent 


quality-- of note are the post-grant review procedures that will allow early 


challenges to weed out poor quality patents. 


The PTO has also embarked upon a process to aid in "deciphering 


ownership".^ The "real-party-in interest" (RPI) proposal will require patent 


applicants to disclose and update real-parties-in-interest information. 


including transfer of ownership, throughout patent prosecution. This will 


^ David J. Kappos, Under Sec'y of Com. for Intellectual Prop. & Dir, U.S. Pat. & Trademark Office, An Examination of 
Software Patents, Keynote Address at the Center for American Progress (Nov. 20, 2012), available at 

http://vA^/w. uspto.gov/news/speeches/2Q12/kappos CAP.jsp 
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add transparency to the process and enable patent users to identify 


whether and from whom they should seek to license. This will also undercut 


the ploy of hiding ownership until infringement occurs then suing to enforce 


the patent. 


So six years since the patent troll hearing, much has been done to 


acknowledge and tackle certain behaviors that must be discouraged. But, 


acknowledgment of the problem does not expose its magnitude, or 


enlighten us on the specific entities that are at the root of the problem. This 


definitional problem, highlighted by Mr. Berman years ago, was recently 


echoed by Federal Court Chief Judge Randall Rader in a recent speech when 


he said that a patent troll can be "anybody who asserts a patent far beyond 
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the value of its contribution to the art." He went on to say that "That means 


any institution can be a troll. 


Nor has the marketplace helped in streamlining our task. Late last 


year, a group of 12 high profile companies together with a much maligned 


"patent troll" purchased Kodak patents for over $500 million dollars, saving 


it from bankruptcy. News reports indicate that the "patent troll" will retain 


ownership of the patents.^ Under the deal, the 12 companies will be 


immune from suit on those patents for which they were alleged infringers at 


the time of the purchase. The purchase undoubtedly saved thousands of 


jobs, and it insulates innovative companies from what would have been 


"Chief Judge Rader Speaks Out About Patent Litigation Abuse," IP Watchdog, available at 
http://wvvvv,ipwatchdQg,com/2013/02/28/chief-iudge-rader-speaks-out-about-patent-jitigatiQn-abuse/id=36252/ 

^ See e.g.. Bankrupt Kodak to sell patents to notorious 'troll' firm for $52SM, available at 

http://www,theglob0andmaii.corn/technoiogv/business-technoiogv/bankrupt-kodak-to-5en-patent5-to-notoriQU5- 
troli-firm-for-52.Sm/3rticle6553112/ ; World's biggest patent troll saves Kodak from bankruptcy 
Intellectual Ventures group will buy up Kodak's patents for $525 million, available at http://ar5technica.com/tech- 
poiicv/2.012/12/worlds-biggest-patent-tro{|-5aves-kodak-from-bankruptcv/ . 
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viewed as normal litigation had Kodak been able to survive without the sale 


to press its claims. But it also enables a non-practicing entity to pursue 


litigation against other infringers on patents duly acquired from Kodak. 


The GAO response to the mandate in the America Invents Act that it 


study patent troll litigation underscores the problem of defining both the 


entities and the activities that ought to be scrutinized. Although the GAO 


study has yet to be released and they continue to work to meet the 


mandate, they initially questioned the existence of reliable data or reliable 


methods to identify trolls. When anyone can be a troll, the task of Congress 


to craft legislation targeting only "trolls" becomes elusive. 


Proposals have emerged to target specific entities, like the SHIELD Act. 


Others aim at specific phases of litigation, like e-Discovery (electronic 


8 
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Discovery). Others directly challenge patentability altogether, specifically 


they call to eliminate or restrict software patents. And, one proposes to give 


judges greater latitude to impose attorney's fees or other sanctions by 


lowering the "exceptional case" standard under current law. 


While I believe that there is abuse in patent litigation (particularly in 


suits against downstream users), we should be cautious in considering 


remedies that focus on disincentivizing poorly defined entities without 


examining the collateral effects on the system as a whole. Moreover, I am 


concerned that an insular view that only seeks to deter one class of conduct 


without examining the incentives that we may unintentionally provide to 


others is wrong-headed and may result in today's prey becoming 


tomorrow's predators. 
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Erecting overly broad barriers to enforcing patents could lead to 


infringers having little or no incentive to respect the patent owner which 


would, in turn, destabilize the marketplace and devalue patents. In a letter 


to the subcommittee, which I offer for the record, renowned civil procedure 


and federal courts expert. Professor Arthur Miller reminds us that: "From its 


inception the U.S. system was designed to encourage people to buy and sell 


patents, because doing so enabled the ordinary worker or inventor that 


didn't have capital to commercialize his or her own discoveries to still 


participate in the economic upside of inventing and publishing those 


inventions. This ability to license patent rights turned inventing into a 
career path for thousands of poor, but technically creative citizens."® 


^ Letter from Professor Arthur Miller and Bernard Cassidy to Chairman Howard Coble and Ranking Member Mel 


10 
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As we continue to examine the competing data and explore possible 


solutions, I hope that we will do so with that background in mind. While we 


should seek meaningful reforms, I believe that measures that would upend 


or create more uncertainty and litigation about definitions in other parts of 


the judicial system are ill-advised. 


Thank you for your indulgence. I look forward to hearing our 


witnesses and yield back. 


Watt, Subcommittee on Court, Intellectual Property and the Internet, March 5, 2013. On file with the 
Subcommittee. 
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Statement of Congressman George Holding 
House Judiciary Committee 

Subcommittee on Courts, Intellectual Property and the Internet 

Hearing: "Abusive Patent Litigation: The Impact on American Innovation and Jobs, 

and Potential Solutions" 

March 14, 2013 

Thank you, Mr. Chairman. 

During my time as the United States Attorney for the Eastern District of 
North Carolina, i was approached by a North Carolina-based software company 
regarding a recent surge of lawsuits being brought against them. These lawsuits 
claimed that the software company was infringing a number of patents. However, 
most of these patents were vague, overly broad, and likely invalid. Some even 
claimed to patent technology that had been invented by the software company 
itself. 


The initiators of these lawsuits were patent assertion entities (PAEs), or 
"patent trolls," who acquire patents for the specific purpose of bringing litigation 
against companies allegedly infringing the patents. Although many of these 
patents would be invalidated if litigated, and many of the companies are not, in 
fact, infringing, companies choose to settle with patent trolls due to the high costs 


of litigation. These trolls do not produce anything or create new ideas or jobs— 
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rather, they merely use patents as a weapon to force companies into quick 
settlements. 

A recent Boston University study found that trolls cost technology 
companies more than $29 billion in 2011. Instead of being spent on the research, 
innovation, and job creation that the American economy depends on, this money 
went to defending or settling frivolous lawsuits. 

One of the primary reasons patent trolls are so successful is that they have 
nothing to lose. Companies could choose to litigate each claim of infringement, 
but the cost of doing so averages $1.7 million per case. Much of these costs are 
due to huge discovery demands by PAEs. Even if the companies ultimately win, 
they do not recoup the enormous amounts of money they spent in defending 
themselves. The PAEs, on the other hand, have nothing to lose— they have little 
or no documents to produce in discovery and can recoup any losses through the 
settlements they receive from other companies. 

Congress must address this problem so that companies can continue to 
innovate and bring useful products to the market, rather than wasting their 
valuable time and resources on frivolous litigation. I look forward to working with 
my colleagues on the Judiciary Committee in creating to an effective solution to 


this problem. 
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Material submitted by the Honorable Jason Chaffetz, a Representative in 
Congress from the State of Utah, and Member, Subeommittee on Courts, 
Intellectual Property, and the Internet 
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CPF Statement Regarding Introduction of the SHIELD Act 
FOR IMMEDIATE RELEASE; February 27, 2013 

WASHINGTON, D.C. - The Coalition for Patent Fairness (CPF) is pleased to support the bipartisan 
SHIELD Act ('Saving High Tech Innovators from Egregious Legal Disputes Act of 2013*), sponsored by 
Congressmen Peter DeFazio and Jason Chaffetz. Members of CPF believe that America s patent system 
needs to be updated, and introduction of the SHIELD Act is a step in the right direction 

For loo long, patent assertion entities (PAEs), commonly referred to as "patent trolls." have taken 
advantage of our litigation system to seek quick profits from bad patents. The SHIELD Act will 
restore the proper financial accountability by removing the incentives from Frling unnecessary, abusive 
and burdensome litigation Quite simply, patent trolls cant have a free roll of the dice, and SHIELD would 
help to ensure that they do not. 

This common-sense reform will strengthen the U.S. patent system by allowing independent inventors to 
seek their rewards through our judicial system while curbing the patent abuse from patent profiteers. 
America's innovative businesses deserve a chance to flourish, as one of several needed updates to the 
patent system. SHIELD will help to provide that chance 

The Coalition for Patent Fairness and the companies and industry associations within our membership 
look forward to working with Congress on this important legislation 


The Coalition for Patent Fairness is a diverse group of companies and industry associations dedicated to 
enhancing U.S. innovation, job creation, and competitiveness in the global market by modernizing and 
strengthening our nation's patent system 


The Coalition's members are: 

Adobe 
San Jose, CA 

Cisco Systems 
San Jose. CA 

Dell 

Round Rock, TX 

Google Inc. 

Mountain View. CA 

Intel Corporation 
Santa Clara, CA 

Intuit 

Mountain View, CA 


Oracle 

Redwood Shores. CA 

Rackspace 
San Antonio. TX 

BlackBerry 
Dallas. TX 

SAP America, Inc. 

Newtown Square. PA 

Verizon Communications Inc. 
New York, NY 


Contact: Kate Connors. Kate ConnorsitBStoryPartnersDC ora 
For more information, visit htlD://www.DatentfaimeS5.oro . 
Follow us on Twitter at @FairPalents 
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The Honorable Jason ChalTetz 
United States IhHJse of Representatives 
2-4M Rayhum House Office Building 
Washington. D C 205I5-M03 


The Honorable Peter DeFa 2 io 
United States House of Representatives 
2I3<I Raybum House Office Building 
Washington. D C 20^15-3704 


Dear Rep ChalTeuand Rep DeFazio 

CF.A is pleased to support the Saving High-Tech Innovators from Egre^ous legal Di.sputes 
(SHIELD) Act If Nse want to build American businesses and create jobs, we need to change 
the laws that encourage baseie.ss but disruptive legal threats to American businesses. 

A successful defense of a patent lawsuit costs upwards of a million dollars, so many small 
businesses and startups cannot fight back or get funding to continue their businesses Today’s 
law encourages unethical patent trolls, and we stand with the authors of the SHIELD Act to 
get it changed 

The SHIELD Act allows the losing litigant to be assessed legal fees, a helpful and sensible 
way (u strike back at patent trolls and disincentive baseless lawsuits 

We urge Congress to pass the SHIELD Act as soon as possible 

Sincerely, 

Gary Shapiro 
President and CEO 
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TME VOICE OF FOOD RETAIL 


March 14, 2013 

The Honorable Bob Goodlatte, Chairman 

The Honorable John Conyers, Jr , Ranking Member 

United States House of Representatives 

Committee on the Judiciary 

21 38 Rayburn House Office Building 

Washington. D C 20515 

Re: H R 845 Saving High-Tech Innovators from Egregious Legal Disputes (SHIELD) 
Act 

Dear Chairman Goodlatte and Ranking Member Conyers: 

The Food Marketing Institute (FMI) conducts programs in public affairs, food safety, 
research, education and industry relations on behalf of its nearly 1 .250 food retail and 
wholesale member companies in the United States and around the world FMI's U S 
members operate more than 25,000 retail food stores and almost 22,000 pharmacies 
with a combined annual sales volume of nearly $650 billion FMI's retail membership is 
composed of large multi-store chains, regional firms and independent operators 

FMI applauds the efforts of Congress to constrain the unsustainable trend in patent 
litigation by non-practicing entities and strongly supports enactment of the Saving High- 
Tech Innovators from Egregious Legal Disputes (SHIELD) Act The SHIELD Act 
represents a well-crafted and easily implemented response to the escalation of patent 
litigation by firms that neither manufacture nor innovate, but rather exploit the high-cost 
and uncertain nature of patent litigation to demand exorbitant royalties on patents that 
are often invalid, uninfringed, or already subject to a licensing agreement 

Recently. FMI members have been sued, threatened with litigation, and/or sent demand 
letters by non-practicing entities for employing widely adopted technology such as store 
locater functions and clickable menus on their websites In addition, many retailers 
have been sued or sent demand letters for offering WiFi in their stores 

FMI stresses that mentless patent infringement lawsuits are no longer a concern 
isolated to high-tech industries or large multibillion dollar corporations Patent assertion 
entities have mastered the business model of acquiring old, vague patents that 
seemingly cover a wide range of technology and asserting them against every 
conceivable infringer These patents are usually nearly expired, and often would be 
unlikely to survive infringement litigation because they are either lacking the sufficient 
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level of detail, are subject to prior art preemption, or are obvious and therefore should 
not have been granted in the first place. 

Unfortunately, smaller establishments - especially those in the retail space, where 
technical savvy is less common - often fail to appreciate that the patent being asserted 
against them by a patent assertion entity is unlikely to prevail in litigation. Furthermore, 
even when these establishments come to recognize this fact, the cost of litigation and 
the uncertainty of victory deter defending the case and promote settlement. As this 
continues to happen, a chicken-and-egg scenario develops for the patent assertion 
entity, which will use past settlement licenses as evidence of the merit of their 
demands. 

The fee-shifting provision and the careful definition of necessary conditions in the 
SHIELD Act strike an appropriate balance between protecting commerce from 
meritless, aggressive litigation while also promoting innovation as patents are intended. 
We are confident that the SHIELD Act will weed out the ruthless litigation-centric patent 
holders without harming the innovators, research and development institutions, or 
budding market participants. 

In conclusion, FMI supports the enactment of the SHIELD Act. 


Sincerely, 



Erik R. Lieberman 
Regulatory Counsel 
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February 26, 2013 

The Honorable Peter DeFazio 
2134 Rayburn House Office Building 
Washington, DC 20515 


The Honorable Jason Chaffetz 
2464 Rayburn House Office Building 
Washington, DC 20515 


Dear Congressmen DeFazio and Chaffetz. 

As companies in the online travel Industry, we are writing to express our support for the Saving 
High-Tech Innovators from Egregious Legal Disputes (SHIELD) Act. The bill is an important first step in 
addressing the increasing problem of litigants abusing the U.S. patent system by bringing infringement 
lawsuits against Innovabve technology companies. These litigants are harming the U.S. economy and 
hampering job creation and commerce. 


As an industry, we connect consumers with travel suppliers and give consumers the ability to 
efficiently research travel destinations and compare and purchase travel services. Three out of five U.S. 
Internet users researched travel online in 2012, and more than half of all U.S. Internet users are believed 
to use our services. Indeed, the global market of online travel is projected to reach $533.8 billion by 
2018. As we represent one-third of all consumer spending online, our success is inherently linked to 
protecting and improving innovation. 


The SHIELD Act would ensure that industries such as ours can continue to provide the services 
and conveniences that U.S. consumers expect by evening the playing field against entities who are most 
interested in extracting exorbitant funds from companies than contributing to economic growth. 
Unfortunately, patent litigabon is expensive and companies often find it necessary to settle, even when 
infringement cases are frivolous, to avoid significant expenditures that disrupt business operations and 
cause financial hardship. 
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Requiring litigants in patent infringement cases to be innovators, investors, or university 
contributors to real products and services that contribute to the American economy is the right 
approach. Requiring those who bring frivolous lawsuits to pay for the costs of their actions, including 
attorney fees, is the right thing to do and eliminates the economic damage they are causing to our 
economy ~ which Boston University has estimated to be around $29 billion a year. 

Thank you again for your leadership. We look forward to working with you on this important 

issue. 


Sterling Miller 
General Counsel 
Sabre Holdings 
Southtake, TX 


Jonathan Perkel 
General Counsel 
Traveiocity 
Southlake, TX 


Steve Hafner 
CEO/Co-Founder 
KAYAK.com 
Norwalk, CT 


James F. Rogers 
General Counsel 
Orbitz Worldwide 
Chicago, IL 


Brent Thompson 

Sr. VP/Chief of Globa! Government & Corporate Affairs 
Expedia, Inc. 

Bellevue, WA 
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March 21, 2013 


Foa: (202) 225^1512 

Re: IP Subcominiuee Hcanng 
Dear Coagressman Watt: 

Thank you for allowing me to speak before the IP subcommittee Iasi week. 1 write to answer the 
question you posed to the panelists: how best to define the target of the IP legislation Congress is 
considering. 

As you can probably guess from my testimony. I do not believe targeting particular entities is the 
answer. NPEs do pose o useful purpose > they return money to innovators and investors in 
innovation, which helps to spur future Innovation. There is no reason why an entity that buys a 
patent from an inventor should be treated any differently than the inventor by our courts. The 
NPF- is merely taking on the very hard and risky job of enforcement for the inventor. That allows 
the inventor to focus on further innovation. 

The real problem is abusive patent litigation, which, after oil. was the title of the hearing. 

Abusive litigation means abuse of (he litigation process to pursue an unjustified end. NPEs can 
do (hat. So can inventors. And so can operating companies. 

Suits known to be unmeritorious but brought simply to leverage the cost of litigauon are abusive. 
Asserting mentiess defenses without foundation, however, also is abusive. Abusive behavior is 
what needs to be corrected, and the courts arc moving in that direction. Local rules limiting 
discovery costs are just now being implemented, and the Federal Circuit only recently issued its 
own guidelines to limit costs. The horror stories you heard from some panelists about runaway 
costs do nut reflect this new regime, and tliese efforts should be given at least a little time to 
work. 

At the same lime, all litigation, even that brought for low value, is not abusive. Patent owners 
often need to resort to the courts because infringing parties refuse to engage in licensing 
discussions as a matter of policy. None of the companies at (he hearing talked about this 
widespread practice. 

Finally, the way the SHIELD act defines (he parties it targets would have all sorts of unintended 
consequences. For example, it would subject patent in at least the following situations to 
SHIELD'S anti -enforceability provisions: 


GLOBAL IP LAWGRQUP 


Via Federal Express and Pax 


Congressman Mcl Wan 
2304 Rayburn HOB 
Washington. DC 20S )5-33]2 
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GLOBAL (P LAW GROUP 

* When a company transfers paienis between parents and subsidiaries, such as by moving 
the patents to a separate patent holding company (a common practice); 

* When two companies merge; and 

* When a creditor takes possession of patents offered os collateral for a loan to support the 
business. And, if the acdilors are unable to monetize these patent assets through NPEs, 
they will be unlikely to provide the loans in the first place. 

Moreover, m attempting to create a Rubc-Gotdbcrg legal contraption to ensnare only the targeted 
entities, Congress wilt make patent litigation even more expensive. Whether an entity falls within 
ihc definition will create a new issue to Htigntc, and one that will have to be litigated at the start 
of litigation in order to determine whether a ()ond is required. 

For these reasons. SHIELD, or variations of SHIELD, are not the right answer to abusive 
litigation and would cause more harm than good. 



C. Graham Gersi 
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March 1.1, 2013 


The Honorable Bob Goodlalte 
Chairman 

House Committee on the Judiciary 
2138 Rayburn House Office Building 
Washington. DC 20515 


The Honorable John Conyers 
Ranking Member 
House Committee on the Judiciary 
2142 Rayburn House Office Building 
Washington. DC 20515 


Dear Chairman Goodlatle and Ranking Member Conyers 

On behalf of the Retail Industry Leaders Association (RILA), I write today to express our 
support for action to stent the frivolous and costly lawsuits brought by non-practicing entities or 
patent trolls against the retail industry. Retail is an important economic driver for the Nation's 
economy Costs diverted to patent trolls lakes away from investments in our communities by 
building stores, contributing to the local charitable and civic organizations and creating jobs 

By way of background, RILA is the trade association of the world's largest and most innovative 
retail companies RILA members include more than 200 retailers, product manufacturers, and 
service suppliers, which together account for more than SI 5 trillion in annual sales, millions of 
American jobs and more than 100,000 stores, manufacturer facilities and distribution centers 
domestically and abroad 

These abusive lawsuits drain valuable time and resources from our companies As our customers 
embrace and utilize technology they expect retailers to do the same Therefore, to support and 
deliver the services our customers want and deserve, we are employing innovative technologies 
to heighten the shopping experience both in our stores and online 

However, providing this benefit to our customers has, unfonunatcly, made us targets for an ever- 
growing group of sophisticated and well financed patent trolls Unlike retailers, patent trolls are 
typically entities that neither make nor sell anything to the public. They are simply purchasing 
and using vague, broadly asserted and outdated patents to bring costly and time consuming 
lawsuits against .America's retail industry 

The numbers are staggering In 2007, 22% of patent cases were filed by patent trolls That 
number has exploded to 60% in 2012 About 90% cases are without ajudgment on the merits, 
meaning that companies often settle even though no actual infringement might have occurred A 
recent study reported the median cost of litigating a patent case through trial is between S650,000 
and S5 million and the discovery phase costs 5350,000 to S3 million Critically important the 
non-practicing entity, unlike the defendant retailer, often has little to no discovery cost because it 
simply purchased the patent and is not the inventor Patent trolls use the inherent high cost of 
defense as leverage to force settlements In the retail business our margins are already thin, and 
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the decision to settle or go to trial and spend millions of dollars litigating what we know is a junk 
patent has to be weighed against its effect on the business. 

It is unfortunate that patent trolls are manipulating the patent process to enrich themselves and 
their investors at the expense of retailers and the American consumer. That is why we urge the 
committee to take action against this senseless and needless litigation so retailers can use 
innovative technologies to bring exciting new products to our customers without the fear and 
cost of abusive patent troll lawsuits. 

We encourage the committee to explore solutions that will curtail these abuses of our legal 
system, while still protecting rights of patent owners, such as driving patent suits away from 
downstream users of technology and towards the actual providers, and developing procedural 
rules to streamline patent infringement actions and reduce their expense. 


Sincerely, 

/ j-/ '■7 


Bill Hughes 

Senior Vice President, Government Affairs 
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The Costs and Benefits of United States Patents 

John L. 'I'liTTicr^ 

Department of Economics, University of Georgia 
James Bessen 

Boston University - School of Law; liesearcli on Innovation 
Peter Nenhansler 

Friiunhofcr Tnstitnlc for Systems and Innovation Ticscarch TST 
Berlin University of Technology’, Chair of Innovation Economics 

Jonathan Williams 

Department of Economics, University of Georgia 


December 2012 


Abstract 


VVe use a detailed data set over 1909-2009 to estimate the costs and benefits of United 
States patents. To estimate costs, we combine data from Derwent )>italert with a pro- 
prietary dataset of non-practicing entity (NPE) lawsuits collected by Patent Freedom, 
and use an event-study approach to estimate losses suffered by alleged infringers during 
1984-2009. 'Vo estimate benefits, w-e combine patent data from the t'SPTO and FPO 
with fiiiaiKdal data from CR.SI’ and COMITISTAT, ati<1 use market-value regressions 
to estimate the value of parent rents for publicly-traded US firms during 1979-2002. 
We find that (X)sts exceed benefits overall and that the gap between (X)sts and benefits 
has grown across time. 

JEL Code: K2. 03 

Keywords: cvenL study, market-value regression, patent, liUgalion, non-pracLicing 
entities, research and development 
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1. Introduction 

II is well known lhal iunovaLive acliviLy is a major driver of economic growth (Solow 
1957). Many (iisciplinns further support, the idea that iriiiovation is arriong tlii' most impor- 
tant competitive factors wliich ultimately affects profitability and market value. Because 
bcnclits from investments in resem'ch and development often spill over to non-investing par- 
ties (Arrow 1962), however, inno\^tors may not receive the full returns on their investments. 
Patents ai'e intended to overcome this spill-over effect (which left alone could cause under- 
invesiineni in innovaiion) by granting the patentee an exclusive right to exploit his invention 
for a limited time. Intuitively, patent rights a.llow a patentee to obtain market power, and 
earn {X'onomic “naits.” in either pi'oduct markets or in mark<^ts for technology. Ideally, the 
prospect of these rents move innovation incentives toward the socially optimal level. 

If rents from patents are Ixbnv costs generated by jiatcnts. howi^ver, thim it is questionable 
whether patent rents improve innovation incentives. Recently in the United States, per 
capita patenting, patent lawsuit filing, and the success rate of patent owmers on validity 
issues in palenl suits have all surged. The surge in |>atenting is due, at least in part to 
changes to patc;nt law and precedent since the (^stablishnuMit of thi^ (.lourt of Appeals for 
the F(:;dcral Circuit (CAFC) in 1982.' These trends, particularly the accclciralion in (costly) 
litigation, have alanncd economists (e.g. .Jaffc and Lcrncr 200-1) and legal scholars ({\g. 
Lenik'y. Lichtnian and Sanipat 2005) alikcp leading them to argue that the US patf^nt system 
is failing to achieve its Constitutional mandate "to promote the progress of science.” Arguing 
that the patent system has drifted from the principles of property law% Bessen and Meurer 
(2008) estimate costs and benefits of patents over 1984-99 and show that by the end of this 
time period costs exceeded fienofits outside of the chemical and phai'inacnutical industries. 

This paper ii.dapts the cost-lx;ncfil c^stimalion framework of Bessen and Afeurer (2008) 
and extends it to more rcci'nt and more comprehensive data. This extension is helpful for 
two reasons. First, it allows us to address how patent benefits and costs have been cbangiiig 

^Hcnry a.nd Itirnor (2006) show how the ChVt'C’s adoption of a strong presumption of patent validity led 
to <]eerea.ses in ihe ri'exjueney [iHlenLs were invalidated. Hall and Ziedoiiis (2001) and Hall (2()().a) <]is<;uss 
how the establishTiienl of the C’AFC/ and related legal changers led to a surge in patenting. Mer/ and Pa.<;e 
(1994) and Bessen and Meurer (2005) analyze the surge in patent litigation filing and argue it was due, in 
part to legal changes including the establishment of the CAFC. 
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since 1999. Second, the larger and ridier dataset allows us to test the robustness of our 
cstiniatc^s using alt(n'riativc; assumptions and additional explanatory variabh^s. 

The litigation data we use include data on law'suit filings from Derwent Litalert through 
2009 and a proprietary dataset of non-practicing entity (NPE) lawsuits collected by Patent 
Freedom. Firms in these dal,a ai’e matched to stock market returns from CltSF’. We olitain 
lower bound cstiniatf^s of tb(i private costs of patent litigation by p('rformirig stock market 
evfuit studic;s around the; dates of law'suit filings. This approach provid('s (;stimatc;s of total 
cost that arc greater than direct legal costs and include the costs of lost business, the costs 
of managfatHuit div{;rsion. and anything else that reduo<;s tin; wealth of a linn as tlu; rc;sult 
of defending a patent law'suit. We then use the mai’ket-value method (Griliches 1981) to 
obtain upper bound estimates for patent rents, the stream of additional profits that firms 
gain from patenting, including gains from strategic uses of patents. We match patent data 
from th(; USPTO and RPC from 1969 through 2006 to financial information on firms from 
COMPUSTAT. 

Our basic finding on trends since 1999 is illustT'atcd in Figure 1. This figure shows 
baseline estimates of the aggregate annual rents for patents and baseline estimates of wealth 
lost from litigation for publicly listed firms, both in 2010 dollars. These estimates are made 
under rather conservative assumptions and include an extrapolation of rents through 2009. 
In this paper, we explore how a variety of other assumptions might allect these estimates, 
but the pattern w(; obs(TV(; Iku'c; is robust to these considerations. vSpocifieally. litigation costs 
have risen sharply since 1999 largely as the result of a growing number of lawsuits, many from 
.NFFs. (.)n the other liarid, the aggregate rents hav(; tnaided only rnodf'stly high(;r. While; 
patent stocks have increased at about 6% per year, the walues of patents and the associated 
rents per |;>al,enL have not, changed significantly. The result is a widening ga|;) l)el,ween the 
[private costs of [talents and the Ijenefits received by publicly listed firms. As was the case 
for tin; earlier estimates of Bessen and Meunw (2008), tlu'^se tani(;s do not inchidf; privatf'ly 
held firms and they do not account for the costs of patent disputes that are not litigated or 
an; htigatfxl ov(;rsccis. Purthermorc. the estimate for litigation costs is a cons(;rvativc; lower 
bound estimate wdiile the estimate for patent rents is an upper bound. 
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I’iRiiiv 1: Yrarlii Kulimalvjf nj l‘alml Liligatwn (Uisi<! nnd I'nlrnl Rrnis in the US 

Pile lirsl seeliiiii of llie ptilier n.-|)(ii1s liuw ll«>e luuseliiie istininles iwr- (ilitniried. I’lim 
we perfonii a variety of roliiisliicss dieeks. eotisidering ailditional explanatory vai ialiles and 
alternative assiiinplioiis. I’or I lie litigation ensl estiinatis. wc eon.sider the effects of (inn 
size, lirni age, the retenl oeeiirrenw of prior litigation, and whether the .suit was (ile<l hy 
an Nf’ls or involvtxl multiple defentlanls. We also eonduet a special analysis to deal with 
(■atiniation issties that occur when linns defend multiple lawsuits at once, an occtirrcnce that 
occurs much more frequently in recent years. For the estimates of potent mits, we reconsider 
estimates of rents that do not use l-d’O stocks as lui additional explanatory variahle. Kvcsi 
with lhe.se higher estinuites of tents, idl cost e.stimates lead to an owrall pattern of trends 
that is (luolitatively the satne us in Figure 1. 

Fionmod by firiliches (U)8l). the murket-wdue method posits a relationship helweeii a 
(inn’s market value, the value of its tangible capital (wliich nm he Vfdueil directly) and its 
intangible capital (which catmot be rallied directly). By observing how market value changes 
with the Block of patents, it is possible to leant about the yalue of patents. I'nlbitunately. 
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patent!' are endogenou!? to a linn's market value. They both earn rents for their owners and 
signal liigh-quality innovative activity. As a result, {estimates of the (^ff(x,'t of a ebangf^ in the; 
patent stock on a firm's mai’ket value do not converge to the mean patent rent. Assuming 
ihal patents are a positive indicator of the quedity of a firm’s innovation, however, these 
estimates do converge to an upper bomid on mean patent rents. 

While many studi<';s liave used this approach to estimate naits for US pat(aits. ours is 
th{^ first to us(^ Ruropc^an Pat(mt OfTiee (RPO) patents as well. W(' producx' a varic^ty of 
estimates. Considering just US patents, we estimate an upper bound rent for 1979-2002 
patents of S51 7,000 (in 201 0 dollars). O'his is a bit srnalh'r than (^stiniatf^ B(^sson (2009b) 
obtained. When EPO patents ai'e included, however, we estimate an upper bound rent of 
just $351, ()()() per US patent. Using this latter estimate, we then estimate yearly upper 
bounds on US patent rents during 1979-2002. 

bike Bc;ss{^n and Nhutnu', our ev{mt-study ai.)proach to (estimating litigation ceosts assunnes 
that tine enici(eTit rnark{.et bypotluesis holds, so inveestors rc'spoiid to the filing of a pattent lawsuit 
by changing their expectations of tlic future earnings of the firms involved in the suit. The 
change, estimated as the cumulative abnormal return (CAR) of litigation, should reflect 
expected litigation costs, which ai'e pure social losses, and damages, which are transfers. In 
response lo data issues, our approach dilTers from Besseii and Meurer {2008) in one imporLani 
respect. During 2()00-()9, a far higher number of firms are involved in highly frequeiiL patent 
litigation than in i 981-99. OvcTall, more than half of our cwuits occur within one year of 
another lawsuit involving the smne firm. 

I'o id('Titify th{' av{'T'ag{'- CAR consistently, events must b<i independcait and tfie windows 
used for estimation and events must not overlap. To overcome this problem, we trim the 
sample of patent litigations for the estimation of average losses to exclude those events cor- 
rupted by overlaps. Running the event study on tliis sample, we esLiniale that the average 
alh^gcd infringer los('s about 0.72% of its market value; each tiiiH; it is sued for pat(;nt in- 
fringeaneaiU To rrcovea' an c.^stimaLo of aggregate losses, we cissumc tbal cvxaits outsich; th(; 
trinniH'd sample; liav<; th<; same average dollar loss as thos(; in tin; sampk;. Scaling up. w(; 
cstiniat(; about 8510 billion in losses. Our assumption about losses outsid(; tlic triniTn(;d 
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sample is quite conservative. Sucli firms have about 140% higher annual revenue, and have 
sigTiificantly iiiglun niark<'.t valuations than firms inside the trimincd sample. For the; full 
sample as a whole, the average percentage loss is lower, 0.31%, but the implied costs are 
much higher, about 8750 billion for 1984-2009. 

Our approach seeks to estimate benefits and costs for all publicly-traded hrms. We use 
tln^ sauH^ primary search algorithm (B<'5ss{m 2009a) to match lirms to lawsuits as we use; 
to mateh firms to patcaits. Though this fails to identify all rc^hwant firms, lawsuits and 
patents, this procedure's shortcomings produce results that arc conservative. Namely, our 
cost estimate's are low bc;caus(^ wo undercount cases, while our Ix'iufiit calculations an^ high 
because our rent estimates have an upward bias. 

In severd extensions, we show that the results in Figure 1 are robust to alternative 
modeling specifications of patent costs. We directly model the relationship between firm 
si7<\ litigation timing and litigation losses. Because^ th<^ th<^ mix of lirms in patc;nt litigation 
changt^s across time, failing to account for tliis may lead to bias. We considtu a cross-scctional 
model, with the CAR as the dependent viuiable, and show a statisticfcd rclatioTiship between 
firm size, lawsuit timing and CARs. We also use this model to estimate aggregate costs for 
lawsuits left out of the trinuned sample. 

We show Lhai the very snndlesi firms suffer the biggest percentage losses. We estimate 
that alleged infringers with less Ilian 8100 million in amnnil revenue ($2010) lose about 
2.80%j of value; pc'r suit. lTit<TcstiTigly, the effect of size; is non-monotonic. 3'he TH':xt-worst-off 
category of firms is the vei’y biggest, those with annual revenue exceeding S20 billion. Wc; 
estimate that such alh'gxxl infringca's lose about 0.66% of their valu(; p(;r suit. Firms with 
revenues between $100 million and $20 billion lose less. Hence, we estimate an inverted-U 
pattern of lost value as a function of hrm size. 

Next, we show that alleged infiingers who have not been involved in patent litigation in 
the previous two years lose about 0.68% more value than those not ‘'surprised" by liligation. 
This sug'g'(;sts that finns fn'quently involvt^d in litigation may los(; less due; to {;xpc;ri(mcc {\.o. 
learning curve effects) or because their lawsuits are more likely to involve other hrms that 
tln^y frcqLuaitly have; disputes with, and arc more easily settkxi. VVe also test wlnqlna' such 


6 



177 


lirni!? suffer more or less than other alleged infringers when facing an -NPE.*^ We hud that 
alh^gcd iiifririgfTs that face an NFK lose just as much as lirrn.s who do not. Because; NPhl 
cases tend to involve more defendants, our results suggest that on average losses per suit 
are worse lhan average. Some researchers have argued Llial, such suits lenel l,o inlroduce 
parliculaiiy cosily hold-up problems, even when patents may be weak (Shapiro 2010).^ 
b’siiig our spfX'iticatioTi of the relationship bt^twtMxi firm si7;(y lawsuit timing and (JAR.s, 
w(^ nx'stirnatc aggrc;gatc; loss<';s. Predicting losses for {'Y(nits in tlu^ trinimc;d sainpky and 
scaling those losses to account for the smaller number of events, leads us to estimate $575 
billion in lossc;s. Prc;dicting loss<'S for (wents both in and out of the; trinirrH'd sample leads to 
an aggi’egate estimate of 81.49 trillion. Tliis is dramatically higher because big firms in the 
trimmed sample lose an estimated 0.06% per suit. Imparting this estimate to events left out 
of the trimmed sample leads to hnge estimated losses. Hence, our offginal estimate of $540 
billion ov(T 198'l-2009 is conscTvativt^ in light of those models. 

This paper is organized as follows. S(x,‘tion 2 revic^ws relattxl literature. Section 3 prestxits 
the basic cost estimates. Section 1 presents the basic rents estimates. Section 5 compares 
benefits and costs. Section 6 presents the extensions. Section 7 concludes. 


2. Literature Review 


In his pioneering work on large US firms, Griliclies (1981) found a significant relationship 
between lirm market value and intangible capital, as proxied by past H&D expenditures and 
the number of patents. Many researchers have followed Griliclies (1981), using various proxies 
for patent quality to better identify rents. Shane and Klock (1997) study the effect of patent 

"XPEs have become quite controversial in recent years for two reasons. First they do not ‘practice'’ their 
patents by producing goods. Rather, ifiey build portfolios of patents to license to other firms or to assert 
ill pat.ent liligatton. Heri<;e, they <lo not fit the classic model (e.g. Arrow 196'2; Nordhaus 1969) wdiere an 
innovating firm both patents their product or process and produces using the innovation. In principle, the 
“non-practicing" characteristic may be socially beneficial. NPEs may serve as market makers connecting 
small inventors with firms capable of commercializing those inventions. I'hey may also ensure that such 
iTiventors <;apl.ure returns on their inventions. However, NPRs have Hied a rapidly increasing number of 
patent lawsuits in recent years the increase is fivefold since 2004 (Bessen, Ford and Meurer 2011) which 
has not accompanied any documented surge in markets for technology. 

-'Sec particularly the discussion of the infringement case bctw'ccn NTP, inc. and Research in Motion 
(Shapiro 2010, f). 281). 
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citationy on the inai'ket value of firms in the seniicoriductor industry. They show that different 
nicasLirc^s of iiittuigiblc capital, \.v.. mol), patent stocks and stocks of patent citations, arc; 
positively related to Tobin's Q. Deng, Lev and Narin (1999) show that "closeness” of R&D 
to basic research, the mnnlier of patents fmd patent forward citations are associated with 
stock returns and market- Lo-book ratios of compfmies. Dosworth and Rogers (2001) show, 
for larg(^ Australian linns, that RA^.I) and pattait activity an' positively and signilicantly 
associated with market vnluc as mt^asured by Tobin’s Q. 

Using an an index of patent quality, Laiijouw and Schankernnui (2004) show that research 
productivity at tb(5 lirni lcv(4 is rx^gatively n^ated to the pat<ait quality index. y('t is positively 
related to the stock market valuation of patented innovations held by firms. Using patents 
and citation measures, Hall, -Itdle and Trajienberg (2005) find firm market value to be 
positively related to the ratios of Kk'D to assets stocks, patents to R&D, and citations to 
patents. Additionally, MilbT (2006) shows that technological diversity, nn^asured by citation- 
weighted patents, positively iiifliicTices a ffnn's market value. In analyzing the Ttiiwanese 
semiconductor industry, (Jhin (T al. (2006) (hid that the fn.'quoncy of patent citations and 
R&D spillovers are positively related to Tobin's Q and that the effect of patent citation on 
Tobin's Q is more pronounced for firms at the front end of the value chain. In a firm dataset 
from the US pharmaceutical and semiconductor industries, Lee (2008) estimates a Tobin's-Q 
equation on the Rk^D int(msity, patent yield of finns, and citations to patents. Interestingly, 
be; shows that inrormaiion on pal.cmt citations received long after a patent is granted helps 
explain variation in tlu^ market value; of innovating firms. 

In mon' rec(mt studies. Uhen a.nd Chang (2010) find that tin; n4ative patc;Tit position and 
patent citations of firms ai’e positively associated wdth corporate market value in the phar- 
maceutical industry. Addiliontdly, they delect an inverted-U’ relationship betw^een patent 
citations and corporate market value. Hall mid MacGarvie (2010) analyze firms in the ICT 
s(X'tor and d(4cct slightly liigluT market values for firms holding softwan' patents eoniparc;d 
to those firms with no software patents. Using a panel threshold regression model. Chen and 
Sliih (2011) show that the ('xtent of the positive effect of patf'ut counts on Tobin’s Q in the; 
US pharmaceutical industry is different below and above a threshold defined by patent ci- 
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tatioiitf. iniplyiiig that patent citations have a moderating effect on the relationship between 
patent counts and 'Ibbin’s Kinally, the results of Sandner and Block (2011) nwc^al that 
the market value of publicly traded companies, as measured by Tobinb Q, is also positively 
related to the registration of tr<ademarLs, wliich is tnie for all industries. 

Thus, there is some indication that there is a positive relation lietween patents and the 
rnarkad. valu(^ of lirms. Howcv^t, none of these papers foTinally n iod(^l the; roh' of patent naits 
in d(^t(a'niining finti valiur Hctkmc none rc^port rigorous ('stimat<';s of patent nnits (R(^ss(ai 
2009b). 

Economic researchers have adopted other approaches to estimating rents. The main 
alternative is the renewal method, pioneered by Fakes and Schankerman (1984) and Fakes 
(1986). It uses renewal decisions made by patentees to identify market value. Intuitively, a 
firm l,hal. pays renewal fees to mjrintmn a patent holds a more valualile jifitent than a firm 
that declines to pay such fe<';s. Exploiting variability in the size of fet^s, and th(^ timing of 
renewal decisions, this method imputes a distribution of the discounted value of n^nts. Orieo 
this distribution is estimated, it is possible to estimate mcmi rents. Besson (2008) uses this 
method to estimate a mean per-patent value of about 878,000 for US patents issued in 1991. 
In related work, Futnam (1995) also uses observed patentee behavior, in the form of decisions 
to file patents in foreign countries, to eslimaLe patent vjdue. Serrano (2005) similarly uses 
decision to sell palenis to impute value. 

'riies(.^ studies share tlu' drawback that they do not typically k^arn much from tln^ most 
valuable paicnls. They typically employ parametric assumptions, usually log-riormaliiy, 
about tli(^ shapes of distributions to identify means. But tlu^n^ is coTisidc;rable (wndcnce that 
upper tails of patent value distributions are thicker than tails for log-normal distributions. 
Harhoff, Scherer and \'bpel (2003), for example, ai’gue the distribution of rents is Fareto, 
and with parameLer values such that mean rents are infinite. Fortunately, Bessen (2()09b) 
shows that c^stiniatc^s of pat<ait rc^nts using the rnarkcT-value mc^thod do not indieatf^ infinite; 
rents. ' 

■^More formally, if the distribution of value is Pareto, then for particular values, the mean is undefined. 
Thus, estimates of the mean using repeated sampling off of this distribution would not converge. Bessen 
(2009b) shows that for t'S firms during 1979-97, increasing the patent portfolio size docs improve the precision 
of esliTtiales. 
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Renewal studies also have the drawback that one must observe the renewal history of 
a cohort of patfuits to c^stirnatc tlnar value. This means that th(T{^ is a large; lag Ixdwfxai 
when the value is learned by innomtors and wdien it is learned by researchers. This limits 
its usefulness from a policy standpoint. 

While the event stuely method dales to Fama, Fisher, Jensen anel Roll (1969). the first 
paper to apply this rtH^thod to {estimating the costs of litigation is (.-uther and SunirtKers 
( 1 9SS). who study litigation be'twcxai Ttexaco and Pc'nnzoil over irKergcers. For patfuit litigation 
more specilictdly. Bliagat, Brickley mid Coles (1994), Bliagat. Bizjak and Coles (1995) and 
Ixerner (1995 ) study lawsuit announcenHents in the Wall Stnx’t Journal or siinilar p(eriodicals 
and estimate the combined loss of plaintiffs and defendants to be between 2-3% of value.'-' 
Bessen and Meurer (2007) find similar results for a sliglilly larger sample of cases. In all of 
iJiese insi^ances, the niimlier of oliservalions is very small and highly selected. This m^ikes 
it infoasible to us{^ sucli announccanents to {estimate aggregate costs, and it also TiH^ans that 
estimates of the average CAR. may not extend to less newsworthy lawsuits. 

Bessen and Meurer (2007) fcdso considers a hu-ge cross section of case filings. Using 
lawsuits from Derwent Litalert for 1984-99, Bessen and Meurer (2007) estimate a mean loss 
of 0.50%) for alleged infringers.'^ Among the sample firms, this implies a mean loss of $75.9 
million mid a median loss of $6.5 million ($2010).'^ Bessen mid Meurer (2008) compare these 
losses to estimates of patent rents (Bessen 2009) mid show that, except for chemical and 
pharniaccutical firms, tlu^ loss<^s a.rc; bigh(.)r. Rcsscu, Meurer and Ford (201 1) analyze Patent 
Freedom data and estimate an average loss of about 0.37% for NPB lawsuits over 1990-2010. 
J’his implies aggregate lossc^s for d<4cTida.Tits in NPK cases of about S579 billion. 


^See Lunney (2004) and Ilaslem (2005) for other studies of the effects of lawsuit announcements. There 
arc also a small number of event studies of the resolution of patent litigation. Henry (2007) uses data from 
published decisions to show that firms whose patents arc invalidated laso about 1% of value. Panattoni 
(2011) studies the resolution of pharnuM^euLical patent litigation and shows that branded Urms that lose 
Paragraph TV cases (thereby permitting generic entrjp suffer sizable losses to value. 

'■ The first to use Derwent Litalert data, Lanjouw' and Schankorman (2001) analyze a wide number of 
characteristics of litigated [jatents. 

' Tliis is reported in Table 3 ofT^essen, Ford and Meurer (201 I). 

^This paper considers only an nntrimmed sample and their aggregate cost estimates should therefore be 
benchmarked against our full-sample results. 
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3. Benefits 


Researchers have long known how Lo use firm niarkel value Lo eslimale paleiiL value, 
'riiis Tiic^thod origiriatf-s with Crilicbcs’ (1981) ’dH^doTiic” n^gn^ssioris of stock Tnark<^t value; 
(usually 'robin’s Q) on patcnt-rclatt^d variables. 'The basic id(^a is to treat lirrti value; as 
decomposable into component paids, including a part attributable to patent rents. Then, in- 
vestor behavior — i.c. stock market value of patent-holding companies — reveals patent value. 
At a minimum, estimates of patent value using this approacli serve as an important check 
on the values obl.ained from data on the behavior of pal.ent owners. 

The formtd fomidaLion begins with Ilayashi (1982), who specifies the relationship between 
dbbin's Q and tin; value of rents for linns with market power in the following way: 


v; 




Wi, 


( 1 ) 


where Vjt is firm j's market value al Lime Kjt is its capil.al stock, Wjt is the present value of 
its rents and is “margiiifil </,” which reflects shorl.-Lerm clise()uilibrium in capitfd markets. 
Rents conic from patents and from otlicr features of teehiiieal knowledge, including lead-time 
advantages and trade secrecy: 

Wjt = uPji I Hi Kjt, 

where Pjt is the number of patents obtained, « is the mean rent per patent and //,■ is the 
markup for rents earned through other means. The aggregate capital stock includes both 
the slock of tangible assets and the knowledge stocJc, Following Hall (1993), the aggregate 
stock is a weighted sum: 

Rjt — I Sjthjtt 

wtiere Rjt is dollars of research a.nd devclopmcTit and Sji indexes ttie 'kuecess'' of R&l) in 
generating innovations for which patent protection is valuable. It is appropriate to think of 
SjtRjt as a (gialily-adjusled measure of the stock of RfcD. 

Generally, one cannot observe Sjt. However, patent counts may serve as a proxy for it 
(Griliches 1 98 1 ). The firm patents inventions where the value of rents with the patent minus 
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the cost of patenting exceeds the rents that could be obtained without the patent. This idea 
is T'cpres(ait('d by a patent-propensity equation: 

{sj,} 

where the function G is increasing in its argument. .Assuming that G is approximately linear 
in Sjf. we liavf^ 

■ 

Sji = a I 0-—. 

Kjt 

Substituting, we have 

In—^ ~ ln{qi) -t- ln(l -h f.ij) -h In ( 1 + + 7t'5“7^ | + fjo {^) 

Ajt \ Aft Ajt ) 

when^ I (b- VVe includ<5 year dummies to pin down ln{qt). If the fixed <^ftects are 

ignonxl = 0), then this equation can be estimated using non-linear least squares (NhhS). 
Unfortunately, the estimate of 7 will not converge to ti : 

pliin 7 — u -h 0. 


'This reflects tln^ fact that patiuits affect the relationship betw(':{’:n naits and 'Ibbirrs Q in 
two different ways through direct contribution to rents and through correlation with R&D 
quality. Assuming <p > 0, w^e see that 7 does converge to an upper bound for u. 

We also consider a specification where fimi value depends on patents from other countries. 
Denoting yus as the upper bound for rents on US patents and '^■epo as the upper bound for 
rents on EPO patents and again ignoring fixed elTecls. we write: 

V ( Pi. p. 

In-f- - ln(qt) + bi ( 1 + a-^ + Jus^ + Iepq —, — I + f-jt- (3) 

‘'■jt V Ajt Ajt /\jt j 
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3.1. The Data 

The data we use to estimate patent rents span 1969-2006 and come from the US Patent 
and Trademark Office (USPTO), EPOLINE, PATSTAT and COMPIISTAT.^ The USPTO 
archives over seven million patent documents dating to 1836. Patenls issued after January 1, 
1976, arc scarchalilc along almost every patent-characteristic dimension. The most nolalile 
publicly available data set coding USPTO patent variables in a form suitable for statistical 
r(^s(^arch is the .National Bureau of Economic H.escarcb (NEhlR) data of Hall cX al. (2001). 
These data include a ffirtually comprehensive collection of USPTO variables, including patent 
citations, for 1976-06 and a smaller set of w’iables back to 1963. The NBER data also include 
a useful match (using the CUSIP identifier) to publicly-traded firms' financial data stored 
in OOMPUSTAT. 

or particular importance to the; project, the updated data include a far more; compre- 
hcTisivt^ (.X.)MFl.]S'’I’AT' match. Besstai (2009a) us<^s an improvtxl matchirig algorithm for the 
latest updat(^ to the N BhlR.. data. 'Hus matdi incn^i:is(^s tli(^ number of mateln^s over previous 
work (e.g.j Bessen 2009b). OOMPUSTAT firms are also matched to EPO patents using the 
same algorithm. The EPO patent data come from EPOLINE and PATSTAT, online archives 
of EPO patent documents. 

We identify 4.481 public firms that match to at least one patent during 1979-2006. Similar 
to Bessen (20U9b), vve exclude firms performing low levels of R.^T) and firms without 4 years 
of riou-uiissiTig data on key variabh^s. We also use data from 1969-78 to construct patc;Tit and 
R.&l) stocks, but do not use markctt-value variables from this period. Our maiu regressions 
use all variables from 1979-2002. while some regressions also use data from 2003-06. Finally, 
vve use variables that are ratios, variables in the tails of the distribution introduce significant 
measurement error. We trim the highest and lowest 1% of the Tobin’s Q observations. 

'"Stand^ird & Poor’s OOMPUSTAT database includes financial information for over 10,000 US and Cana- 
dian publicly-traded companies. The data arc captured from quarterly and annual income statements, 
b;dan<;e slieets and suppleriiental data items, and include detailed information about assets (su<li as plant 
and equipTtienl), liabilities (surii as outstanding del)t), investments (sucli as researclt and <]evelopment ex- 
penditures) and sales. For many series, data extend backwards to 1950, although coverage is less complete 
in earlier years. 

^''Tfie <]ata <;an be do\Ynloade<] at hLtp://www. researcfioninnovalion.org. Tfianks to Clrid Tliortia for 
executing the matching. 
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Sample 8tati8tic8 are shown in Table 1. We have 40,287 observations from 1979-2002. Of 
th{^s(\ 29.935 come from 1979-1997, rumrly 16% more than Bcsscri (2009b) usfx.l for the same; 
period. Nearly ail of this increase is due to the improved matching routine. 

Finn market value. V, is the sum of the value of all claims on the firm, including the 
common stock, preferred slxick .uid long-term debt adjusled for inflation, and short-term 
d(d.)t 11(4. of current assets. 'I’be value of assets. A, is the sum of the iH't book value of plant, 
equipment, inventories, intangible assets, and invcstnicnts in subsidiaries.' ' TIh^ calculation 
of the H&D stock, H, follows Hall (1990) in assuming a 15% annual depreciation rate and 
8% pre-sample growth. For {'acb of thes<^ variablciS. tlu^ mean and median are higher, but by 
less than 25%i, than in Bessen (2009b). Paid of this difference is due to additional variables 
found due to improved matching, and part due t.o tlie added 1998-2002 data. 

The patent stock is leased on the patent applications held l)y a firm during a particular 
year. We follow standard practic'e and us(^ application-based patent stocks for our main re- 
gressions. Applications command significant oi^tion value and inv(.\stors update expectations 
of future rents before the patent oilices complete their (.'xaininatioTi processes. The drawback 
to application-based stocks is that issue dates lag application dates, so patent data through 
2006 permit accurate application counts through only 2002. Patents ai’e depreciated 15%: 
each year. To inlerprel the 7 coeffictienl in coiLstant 2010 dolhms, we scale the ratio ^ by 
the GDP deflator. The mean patent stocT here, 10().7, is about 20% higher than in Bessen 
(2009b), while tlu' riH'dian pafcnit stock is nearly id<intical. Tobin’s Q is also bit higher, on 
average and at the median, in our paper (1.00 vs. 0.85). 


3.2. Kstimation 


We first estimate the model in (2). The results are shown in column f of Table 2. The 
coefficient estimate for 7 implies an upper boimd patent rent of 8517,000. It also implies that 
an upper bound for the aggregal-e, present-discoimled value of the flow of patent rents, al, 
follow LewHlen and Badrinath (1997). 

■‘•-'lb get an apples-to-apples comparison, convert our statistics back to 1992 dollars using the GDP deflator 
of about 1.119. 'i'ho moan V hero of $2,815.32 is about 81,9-12.72 in 1992 dollars. 'Phis is about 2l9i. higher 
than the moan V of 81,568 in Besson (2009b). 
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a given moment in time, is tlie total size of the patent stock times $517,000. in real terms, 
this ligun^ is a bit STnall{T than the same estiniatt^ reported by Bessen (2009b), which is 
reproduced in column 3. The estimate of a is statistically indistinguishable from 1. Colunm 
2 shows estimates of (2) with just 1979-97 data. The estimate is a bit higher, suggesting the 
possibility that benefits fell during 1998-2002. 

Next; consider regr'cssions of the niodt^l in (3). The results are shown in column 1 of 
Table; 3. The coe^fTicient <^stitnatcs in column 1 imply an upp{'r bound rent of $351,000 for 
US patents. Compared to the estimate from Tabic 8, this reduces the estimated average 
nait by 32%. By controlling, soiru^what, for patenting outsid<' tlu^ US, w(^ (^stimat(^ a more; 
precise upper bound for US rents. 

The estimate for EPO patents. $1,821,000, is strikingly high. However, this should not 
be interpreted as an average rent for EPO patents. Among firms holeling EF’O patents, our 
group of linns is highly s{9ect<^d and omits lower-valiKxl (inns (which will tend to hold 1ow(.t- 
valLKxl EPO pattmts). Mon'-ove'r, it would be; wrong to compare this rigure to the $351,000 
figure for US patent rents. In essence, the endogeneity problem (of successful H&D being 
correlated with firm value) is likely more severe for EPO patents. Because we ai'e looking at 
companies publicly traded in the United States, this selects on companies more likely to have 
their core business in the United Slates. For such compmiies, filing patents in the EPO (or 
other foreign offices) should he more likely for inventions that they already expect to have a 
high market potcaitial. ('itlier in tc;nns of actually planning to sell products incorporating the 
patented invention or also to block relevant competitors in the market. If high-value firms 
Kuid to own Ttion' hlPC.) patents, the upward cTidogcTHMty bias in our estimates of EPO naits 
is likely to be quite high. 

That said, there are some reasons why EPO patents might be quite valuable. First, it is 
clear lhal palenls are useful for blocking rivals (Cohen et al 2000; Blind et al 2006; Blind 
ct al 2009); and EP(.) patc;:^. applications are particularly e;ffeetivc;. 'riic;y block the whole; 
European marke;!. for e'ompolitors. al least as long as the patent is not published and there; 
an^ no df^signatfx.l states y<'t. Patemt applicants at the EPO hav(i to de;signat(^ the targeting 
statf^s sixth months afte;r the application has bex^n published, implying that they hav(^ epiite a 
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long time to choose in which markets they seek actual patent protectionJ'^ This also implies 
that the option vahu^ of a patent is high at the HPO siiict^ tluTc; is considfa'ablc; time; to 
decide which offices to choose. 

Second, quality standards at the EPO may be liigher (van Pottelsberghe de la Potterie 
2011). If paLenis must clear a higher bar. they will tend to be vvorlh more. They may also 
nqirc^scnt stronger signals. 

O'liird. the; KP(,) pat<';nt stoe;k proxies for patenting in nmltipk; jurisdictions. Because; tin 
EPO application is much more expensive than a national application, it only makes economic 
sense; to hie an EPO application whem targeting more than one country. Hence, linns that 
apply for EPO patents virtually always target several international markets. In addition, a 
liroader [lorlfolio in terms of covered markets hedges against risks. If one market fails, there 
are several ol.her markets on which products incor|.)orai,ing the i.irotected invention can lie 
sold exclusivc;ly. 

Here, the most we; can say is that. K.(^’l)-p(Mfon'ning, publicly-traded linns in tin.' Enited 
States that obtain EPO patents ai’e worth considerably more than other such firms. Carefully 
disentangling nuits from signaling (effects is a challcTiging topic foT' futun' n^scarch. VVe look 
forward to more careful comparisons of US and EPO patent rents. 


4. Costs 


Assuming the efficient market hypothesis holds, the event-study method estimates the 
average effect of litigation by measuring the market-value reaction to the initiation of liti- 
gation. Specifically, -we appeal to the dummy-variable method of Salinger (1992). Consider 
the market model; 


Pu = a I bp^ I Cit, 

where pa is the relnrn lo slock i on day i. pl'l is the compounded return on the CliSP value- 

■‘•-'I'his can even bo prolonged until grant since applicants can withdraw designated states up to grant and 
the average granl. lag at the EPO is 5-7 years. Tn addition, the Pt.’T route (;an be used \vlii<;h gives an 
a])pli<;ant adrlitional time to deci<le what lo do with your ])alent (i.e. its market potential) even before it 
enters the EPO system. A PCX application further comes vidth a preliminary search report on patentability, 
which delivers additional information to the applicant. See Ftietsch, Neuhausler and Rothengatter (2012). 
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weighted market index and tu is a mean-zero error term. The market portfolio is included as 
a n^gn^ssor to filter out that part of the return that is due to fore<'s apart from tlu^ litigation 
filing. 

Now. consider an event that occurs on day T. The following model permits an regression 
of ‘‘almormar’ returns on t.hat day: 

pit — 0 . + tpTit + tit-, (4) 

where Lit — 1 if — T mid 0 oltierwise. We estimate iliis model for event h liy ordinary least 
squares r<^grc;ssion. using 200 trading days and ending two trading days prior to the ('vent.’'^ 
We consider a 5-day event window (from -1 to 4-3) and a 25-day event window (from -1 to 
I 23). This exercise is r{'-p<'.at<xl for all events. 

Assuming that eacli litigation announcement is an independent event, one can estimate 
the “average cumulative abnormal return'’ of patent litigation filing by using the entire 
sample. The best way to do this is to construct a weighted memi of all estimated abnormal 
returns, where the weight for each observation is proportional to the inverse of the variance 
of the {^stiinati.^ of y' for that observation. The limiting distribution of this test statistic is 
asymptotically normal (Salinger 1992). The null hypothesis is that the average cumulative 
abnormal nt.urn is 7A',ro. If this hypothesis is rejected in favor of the alternative hypotln.^sis 
that the average cumulative abnormal retmm is negative, then we conclude that patent 
litigation brings significant costs. 

4.1. The Data. 

The data set we use to estimate patent litigation costs combines litigation filings from 
Derwent Litalert with lawsuits capLirred by Patent Freedom. Derwent Litalert, which in- 
cludc^s htigatfxl patents for 1 OTo-prciscnt, is availabh^ thn)ugh VVhiS44jA\V.^''" fed(a'al courts 
an^ required to r(q.)ort all lawsuits filed that involves patents to the US Pat<ait and Trad(ntiark 

we have between 150 aTi<] 200 tra.diTig days' worth of (Jala, tJien we e«lirtiale ihe model with ihe dala 
and include ihe event. Tf we Inave fewer Ifian 150 trading days’ worlfi of data, then we drop the event. 

Because coverage is lower and is very inconsistent during 1975-83 (Lanjouw' and Schankennan 2001), w'e 
restrict attention to 1984 and after. 
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Ollice, and Derwent's data are based on these filings. It is appropriate to think of Derwent 
data as a randoin sarnpk^ with a rate of sampling that varies aeross tinne 

The Patent Freedom data is non-random along one important dimension. It includes 
solely NPE lawsuits. Patent R'eedom defines an NPE as a company that does not "practice 
its invention in products or service, or otherwise derive a substantial portion of their revenues 
from the; sale of products and stTvices in the marketplace. Instead. NFKs s(M^k to df'rive the; 
majority of tluar income; from the {aiforceTneait of patent rights.” R(;sse;n, Me;ur(;r and Ford 
(2011) were the first to use these data. 

4.2. Lawsuits 


(.)ur data include: all Derwent castes from 1984-2009. tis w<41 as 1990-2009 data from Patent 
Fi’eedom. The main advantages of the Derwent and Patent Freedom data ai'e the size of their 
cross sections. The Derwent data for 1984-2009 include 35,301 cases and the Patent Fi’eedom 
data include 3,249 cases. As we discuss lielow. there is significant overlap between these sets. 

Because we adopt an event study apiiroadn we rely on [niblicly-traded firms for our main 
analysis. wc; match the parties in th(.;sc lawsuits to public (Inns and their nnancial 

information from COMPUSTAT and CRSP.^^ For identifying publicly-traded firms from 
each D{TW{^rit cas(^ we; use a word-based algorithm dcv<4opcd by .Jirn B<.^sseTi for constructing 
the NBER patent-COMPUSTAT matdi (Bessen 2009a). The set of public firms from the 
Patent Fi’eedom data is the same as that used by Bessen, Meurer and Ford (2011), except 

^^Standard & Poor’s CDMPUSTAT database includes financial information for over 10,000 US and Cana- 
dian publicly-traded companies. The data arc captured from quarterly and annual income statements, 
b;daiK;e sheets and supplemental dal.a items, and include detailed information about assets ('su(;h as plant 
and equipment), liabilities (such as outstanding debt), investments (such as research and development ex- 
penditures) and sales. For many series, data extend backwards to 1950, although coverage is less complete 
in earlier years. The Contor for Rescaxch in Security Prices (CRSP) data, collected and maintained by the 
Booth S<;ho<)l of Business at the Lniversity of Chicago, form the most cornpreiiensive collection of security 
prices, returns and trading volume for the New York Stock Exchange, American Exchange and NASDAQ. 
Thesc data include uninterrupted time series dating to 1925. CRSl* also includes the CRSP/COMldJSTAT 
Merged Database, which drama.tically simplifies matching COMPUSTAT financial data to CRSP security 
(lata. 

^^Specifically, the matching technique uses the following steps. First, we clean and standardize the names, 
including abbreviations, acronyms and hyphenated names. The standardization routine must be tailored to 
the i(liosyn<;rasies of ea(;h database (e.g., securities iiave a difTerent set of abbreviations than f)arties named in 
lawsuits). Second, we run an automated rnatciiing algorithm that identifies matches that e.xceed a con(K]eTK;e 
threshold and scores possible matches below that tlireshold. The step uses Bessen ’s word-based algorithm. 
Third, we test the performance of the first tw'o steps against test data that have been manually matched. 
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that we leave cases froin 2010 out. We match the Patent I'Yeedom cases to Derwent cases 
using th{^ liling dates and docket numbers. 

Upon completing these matclies, we identify 9,478 cases from Derwent and 1,414 cases 
from Patent Freedom that involve at least one public firm match. Hence, about 27% of 
all Derwent cases and about 44% of all Patent Freedom cases include at least one matched 
public linn. (.)f tlu^ l.'ll l Patent FrciCidoTri cases, 95-'l match to a l)crw(ait cas(' (about 67%), 
while; 160 elo not. H{aie.<\ tlu'; total number of easels is 9,988. Th(^s(^ niatch(^s yidd a total 
number of 13,526 lirm-lawsuit pairs. 

Figure 2 shows tottil case lilings, Derwent cases, total public-lirm non-NPE cases mid total 
NPE cases. For most of 1984-2009, Derwent filings cover 50-70% of all patent lawsuits. 
Total public-firm cases include 15-20% of -aU lawsuits. 

Relative to an approach that uses just Derwent data, it is clear that we over-sample NPE 
cases. Since our main goal is to ('istima.tc; the aggn^gati^ costs of patent litigation, this docs 
not pose sigiiilicaiit problems. Kegardl<^ss of the data we us(c w{^ an.^ certain to miss some 
public firms and we do not estimate losses for any iion-publie firms. We do test for whether 
dch.^Tidants in NPE cas(^s suffer higher or lower loss(^s. 

In addition to filing dates, the Derwent records include the inventor(s), assignee(s), plain- 

tiff(s). defendant (s) and the main patent. Hence, we can identify many key characteristics 

about the cases and the technology involved. Comparing the names of the inventors and 

assignct.^s to the riairH'S of the; plaintiffs and defendants, wv. classify cast.^s as irifringeTncnt 

suits or d{X’laratory judgriK^nts. In particular, when the inv<ait(>r and/or assigruM^ named is 

the same as the plaintiff, we classify the suit as an infringemcTit suit. When the inventor 

and/or assignee named is the same as the defendant, we classify the suit as a declaratory 

judgment. In many cases, there are no name matches that allow us to identify the case type. 

Patents are frequenlly sold between issue and suit filings, and firms frequently change Lheir 

estimating both the false positives and false negatives. Depending on the ttsst measures, we modify the first 
two stops and repeat them. Fourth, 1 match manually those possible pairs that the algorithm scores as likely 
matches, but which fail below the confidence threshold. 

^'^Total ease Ulings are presented by fiscal year, while the other lilings are presented by calen- 
dar year. The total case filings data come from the Administrative Office of the L^S Courts: 
http:// WWW. uscourts-gov/iudiciaifactsfigures/. 
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Figiilx' 2: Ptilt'.nl LunisiiiUr, Hi/ Voir 

iiaincx nr [mrtii iputr in incrgors niul arquisitimi. 

I’hIjIp <1 allows haaif lirsiTiplivc sliilislics for Oorwent eaaea. wliilr I'ulilo 2 ilrecribttj llir 
I'lili'iil l■Y^■«ioln tnsca. Among all 115.301 Uorwonl oases, we idenlify the case tyjje about 
()G% of the lime. Among the 9.178 Derwent eases wtlli at least one i>ublie (inn. we identify 
the ease tyiie a bit more often, about 7-i% of the time. The slmre of infritigemenl suits is 
higher for the puhlie sample, at about 86% veisus 83%. The reason for both diserepatieies 
is the match from Derwent to f’atent FVitslom. The f’atent Freedom data always identify 
the ease type and eonsisi of nearly all infringement suits, as illustrated in Talile 5, 

We also identify some infonnalion alsnil the number of ilefimdalits in ihee.'uSea. In records 
where just one defendant is listed, we ijassify the ease as having a single defendant. In eases 
with multiple listeil defendants, when multiple defendants have the same or very similar 
names, we (ount the number of unii)ue defendants. It i.s very diilieiilt to count the total 
number of defendants above two. howiiver. Derwetit records often describe lui ambiguous 
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number of defendants, such as “John Does Hence, we classify all cases as having 

citlua' “oTKV' or “two or more” defendants. Returning to Tabk^ 1 . wc scc- that ainoiig the; 
full sample of Derwent cases, about 79% have a single defendant. The shares ai’e different 
for the public sample, vvilli 70% single-defendant cases. NPE cases Lend to include more 
defendanls, as illustraled in Table 2. 

Each l)crw<uit nx'iord includes a ■driain"' patent listcid in th(' ca.s<'. Main patf'nts arc (xisily 
classified as (^itlnx' “Df^sign.” “Plant,” “Reissue” or “Utility” patents. For h^ss than 1%,' of 
records, Derwent docs not record the patent number or type. Among the other patents, the 
disproportionate majority are utility i.iatents. The shan' among public Deiw'f'iit cast's, about 
93%), is a bit higher than for the full Derwent data, 90%.. Patent Freedom records do not 
include patent numbers, so we can classify patent types in NPE cases only for those Patent 
Freedom cases that match to Derwenl . As shown in Table 2, these cases overwhelmingly 
consist of utility patt^nts (97%). 

Using NBER patent data,^'^ we chissify patciuts into on<^ of six teclinology catt^gorics: 
1. Chemical, 2. Computers and Conununications, 3. Drugs and Medical, 1. Electrical and 
Electronic, 5. Mechanical, 6. Other. Table 1 shows that the public Derwent cases oversample 
from the Computers/Communications and Drugs/Medical categories, and undersample from 
die ^'ledianical and Ollier categories. In Table 5, we see that NP^E cases overvvlielniingly 
include patents from the Coniputers/Conimimicatioiis category (77%).^^ 

■13. Events 

Each lawsuit includes at. Iciist two firms, cadi of which is aftcct<x.l by the filing of the suit. 
We define an event as a firm-lawsuit pair. Consistent \dtli this, we adopt the term UtigaMon 
eveml when disLiiiguisliiiig events among the characteristics of alt lawsuits, and adopt the 
term event party when distinguishing events among the characteristics of all firms involved 

addition, Derwent frequently records defendants in the style “XYZ Corp. et ah’’ This problem is 
particularly bad in later years. 

^''littp: / / www.nber.org/paleTils/. 

One possible explanalion is that. I, Ins is be<;aijse Computers fc Communications patents cover teclinologies 
with more complementary components. Wdien tliis is the case, the incidence of inadvertent infringement is 
higher, so firms that do not produce arc able to acquire more licensing fees and/or damages ('itirncr 2012). 
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in those lawsuits. The total iiLirnber of public firm events is 13,526. 

It is iinportaiit to dcterniinc the precise role an event party has in a lawsuit, because 
the filing of a suit affects a pai'ty differently, depending upon whether it expects to pay or 
receive damages. Hence, we classify event parties as either alleged infringers or patentees. 
For even! parlies in infringemenl suits, we classify phiinlifTs as patentees and defendants 
as allegfal infringcTs. For (n-ent jraities in declaratory judgnients, we classify plaintiffs as 
alk^ged infringers and d<T<';ndants as pattaitces. For cases wIkti^ w(' cannot tell if the; suit is 
for infringement or declaratory judgment, we classih" defendants as alleged infringers and 
plaintiffs as patfaiKxis. Bas<xl ujron tliis classincation, alF'ged infringers compris(^ 8.607 of 
the event parties (about 64%) while patentees comprise 4,919 of the event parties (about 
36%). 

4.4. Trimming the Sample 

To identify the average CAR consistently, event windows must not overlap, even if the 
events are independent. To see why, su|>|>ose (.hat a firm gets sued on consecutive days and 
that the two iiligation events iu*e stai.istically inde|)endent, with an average C"AR. of -0.5%. 
Then because the event windows overlap almost perfectly, the eveni-study regressions will 
count losses for both events as pari of the losses accrued from each event. That is, it will 
tend to (estimate; the av{n'ag<^ (negative) (effect of litigation to Ix'; high(T than 0.5%. (.)n the 
other hand, if the events ai’e not statistically independent, this effect could go in the opposite 
direction. 

There is also a [,)rol)lem when event windows overlap with esilmatioii windows, bul, the 
effect of pre-event litigation is not accoimted for in the market model. In general, failing 
lo accoimi for this leads to inefficient estimates of the parameters in (4). However, since 
one litigation event may trigger ^another subsequent event (e.g. a “defensive'’ suit geared 
toward c^stablishirig bargaining position), estimation window ovf-rlaps arc lik{4y indicative of 
litigation events that are not statistically independent. 

If these overlaps are not addressed, the event-study method will fail to identify the effect 
of litigation on firm value. Unfortmiately, a harge shfai’e of our events involve firms who 
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engage in frequent patent litigation. To address these problems and study their effects, we 
estimate; the; average (JAR. using a trirriTned sample. 

The trimmed sample excludes all events whose estimation- and event-windows are cor- 
rupted by other events. To do tliis, we first remove events where the estimation window is 
corrupted by a previous event. Specifically, we eliminate all events such that the firm has 
another (went during tlu^ pnwious 315 days.^*^ Second, we also eliTninat(^ all (U’fuits when^ the; 
cvfuit window is corrupted by a subsequent evtmt. Specifically; w(' eliminate all ev(mts such 
that the linn has another event during the subsequent 35 days. This removes most litigation 
evfuits (uidunal by litigation-prone firms and Icmvt^s a sample wlum^ the ('vents includ{^ liti- 
gation that is typically unexpected. Mter trimming, we have 3,4o8 alleged infringer events 
and 1,899 patentee events.^^ 

Table 6 re[')orl.s vmial')le names, while Table 7 re|.)ori,s characteristics of these variables for 
alh^ged infringer events in tlie full samiffc'; and triinitK^d sample;. Most of tln.^so variables arc 
chos{^n as possibh^ {.explanatory variabhes in the cross-s<ectional analysis of alleged infringer 
events (Section 5), but it is useful to discuss thorn here tvs they highlight differences between 
the full and trimmed samples. In general, events in the trimmed sample involve newer firms 
with smaller revenue, are less likely to involve an NPE, and are more likely to be a surprise 
and involve just one alleged infringer. Consider first 7iewfirm. If a firm is very young, then 
it is less likely to have experience with patent litigation. Without such experience, firms 
may face startup costs and IcarniTig curve effects that put tbcTri a gre^ater disadvantage. Just 
below 7% of events in the trimmed smnplc involve new firms, versus Just under 2% in the 
full sarriph'. 

We specify npe-case to identify events from the Patent Fi'eedom data. It remains an open 
question whether facing an NPE is worse for alleged infringers. There are multiple reasons 
why this could hold. Because an NPE by construction does nol. [.produce anything, an alleged 
infringe;:' cannot rc;taliat{' by couTitcrclairning, nor can it pursue cross-liccnsiug. Hcnc'c;. it 
may be; more difficult to obtain favorable scUlcmont terms. Tn addition. NPEs spcciali/c in 

2()()-ti'a(]iTig'-(]Hy estimation wirutow is equivalent to 280 calendar (Ihvs. To ensure that this does not 
overlap with a previous event’s 25-trading-day event window, we add 35 calendar days, for a total of 315 
days- 

’^I'his is the trinaning nocossaxj' when using the 25-day event window. 
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patent litigation, while the liriiij' they sue do not. This may give NPEs a strategic advantage 
in disputes. 

Now consider firm size as measured by annual revenue. Though there are many possible 
ways that firm size could affect CARs, we lack strong priors about this relationship. Hence, 
we specify the sizei — size^ dummy variables for firm size categories, vvdiere sizei firms are 
th{^ srnallf^st and sizcr^ firms arc tlici largest. Catc^gorics an' d(din(xi in $2010 dollars, d'hc; 
av(a'agc; firm in full-sarnplc; evtaits had annual revenue about 110% higluT than in trinniKa.l- 
saniple events tuid trimmcd-saTnple events include a smaller fraction of size^ firms (11.0% 
wa'sus 27.2%). 

The costs of litigation may also cliange with the number of defendants. We specify single 
to identify events where the event i')mi<y is (<he sole defendant. Events in the trimmed sample 
are a bit more likely to include just one firm. 

Wc also specify whether tin'; firm has bc<ai involvcxl in litigation within the last two yt^ars, 
with the dummy variable suiyrise. Kirrns tliat ar<^ pcrp<^tually involved in litigation may 
have advantages due to scale ecoTiomies or the learning curve. They may also be more likely 
to get involved in lawsuits that arc; geared toward {establishing bargaining position, rather 
than seeking damages, and are less likely to go to trial. The percentage of “surprise” lawsuits 
is more ilnm twice as high in the trimmed Siunple. This basically occurs by conslruciion, as 
lawsuits occurring within (avo yem’s of the firm’s previous lawsuit are likely to create overlaps. 

Finally. w(e group cw'vit parti<es into nine industry categories bas(ed on two-digit SK.l 
codes. W{e also construct dummy variables for the filing year of the (event. Not(e first that 
some observations arc missing. We were unable to find a CVKEY match for some event 
parties, so we cannot match to COMPUSTAT and lack revenue data for those. We also 
cannot capture the surprise variables for cases filed in 1984 or 1985. When ail variables are 
included, we have 8,229 observations with complete records in the full sample, and 3,217 in 
idle irinnned sample. 

1.5. Estiniation 

We report esldmated average cumulative abnormal returns for the trimmed sample, bro- 
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ken down for alleged infringers and patentees separately, in Table 8. Using the 5-day window, 
w(^ estimate a 0.19% loss in market value for botli categoric^s of evf^nt partitas and a 0.27% 
loss for alleged infringer defendants. Using the 2o-day -window, we estimate far higher losses, 
0.51%. for both categories of event parties and 0.72% for alleged infringer defendants. For 
[latentees, we estiinale a small negative mean CAR for the 5-day and 25-day windows. Nei- 
tlHT estimate is statistically signiiicant. Kstimatc^s of tlu' median (JAR„s are nc^gative for all 
categoi-ios. They alwiiys excised the means in absolute value, inditaling that the distributions 
an^ riglit-sk{'W(xl. 

O'lie main goal of this pax)c;r is to quantify tlic average and aggregat(^ size of loss(^s by firms 
involved in patent litigation. For patentees, we conclude that events are statistically costless. 
Alleged infringers, however, suiler signific<ant losses. We focus our remaining aLteniion on 
alleged infringer events. 

We also focus on the 25-day window. I)(^spite higher standard (urors, we regard tln^ 25- 
day window as more accura.tc;. It seems clear that a significant part of losst^s accrue after 5 
days. Most likely, this is because out- cross-scctiou of firms is broad and many firms’ litigation 
activities take significant time to make news. For the trimmed sample, the implied average 
loss for the 3,458 observations is 862.5 million, while the median loss is $7.6 million. 

We report estimates of lolal losses in Table 9. Multiplying the average CAR by the 
market value of each firm in the trimmed sample and summing, we estimate about $216.1 
billion in losst^s for those cv(mts. .Assuming tlie observations not in the trirriTruxi sarnirle have 
the same average loss as those in tin; Irimmcd samxjle. we scale up our estimate to $538.0 
billion. W<' also reirort ('stimatc^s scaled up at the yearly lev(4. This yields an (estimated total 
cost of just over 8540 billion. For the full sample, the average loss is 886.8 million, while the 
median loss is 811.4 million. This imphes a total estimate of $746.9 billion. 

Because invesLors’ expectations about future prohts are volatile, it may be more accurate 
to exclude such expectations. By chscounling the common stock by the ratio of market to 
book value (Tobin's Q), wc remove tln^ expectation part from tin-; calculation. Doing this, 
we estimate lower average and median losses. For the trimined sample, wc estimate tui 
av(Tagc; Ttic^an loss of 817.0 million, an average median loss of $6.2 milliori and a total loss 


25 



196 


of S404.9 billion ($410.6 billion if scaled up yearly). For the full sample we estimate about 
$.54.6 million and $9.1 million for the mean and median loss, respectively, and $470.1 billion 
for the total loss ($475.8 billion if scaled up yearly). 


5. Comparing Costs tmd Bciuifits 

In this section, we describe how we built the time series for rents and costs plotted in 
Figure 1 (p. 4). To estimate aggregate rents by year, w'e follow Bessen and Menrer (2008) 
and assume an annual flow profit of 15% of the stock of patents. The average rent from Table 
3 is $351, 000. We multiply this by 15% and the size of the aggregate patent stock for each 
year. Our estimates do not include 2()().3-2()()9 because of truncation. We estimate aggregate 
rents for 1979-2002 of about $226 billion. Assuming that naits grow during 2002-09 at the 
average rate for 1984-2002, we estimate total rents of about $1-59 billion for 2003-09. The 
cost figures rely on estimates of average losses using the trimmed sample, settled up to include 
all events at the yearly level (whose total is reported in Table 6). 

We have direct rent and cost estimates for 1984-2002. During this period, we estimate 
about 8195 billion in rents and aboni 8240 Itillioii in costs. Hence, costs exceed benefits by 
about 24%. Assnmiiig average growth in benefits dtiriiig 2002-09, we eslimale about $385 
billion in nuits for 1984-2009. Costs excttttd benefits by about 29% over this longer period. 

Until 1996, estimated benefits exceed estimated litigation costs each year. Over 1984- 
2009, patent litigation costs grew by about 11.1% annually, while benefits grew during 1984- 
2002 at a 6.2% rate. Costs exceed benefits each year during 1998-2002. Assuming patent 
stocks continued to grow after 2002 at their 1984-2002 rate, and that the average rent stayed 
the same, costs exceed beuefils during 2()()4-()9 as well.^* 


^^.Vlcasuring growth rates since 19S4 removes patenting and litigation activity prior to the establishment of 
l.he CAFC’, which niHTiy retsearchers argue proriipLe<] an increase in pa(enl,iiig. Tf 1979-84 dala are included, 
Iheri the average annual growlh i?) rents is actually below 5%. These reisull.s hold, qualitatively, if the 
estimate of $517,000 in avera.ge patent rent (Table 8) is used. Benefits exceed costs in 1999, but are lower 
during 1998 and 2000-02. 
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6. Extensions 

In this section, we consider allernaLive models for estimating costs and benefits of patents. 
On the costs side, we estimate p.rrameiers in a model of the effect of covariates on CAIts. 
(.)ri tin' bc^TH'fits sid(\ we; us<'; grants to construct stock of pat('iits. 

6.1. Costs: A Cross-Sectional Antdysis of CARs 
Specifically, we estimate 

CABi - Xij3 -\- ti, ( 5 ) 

where Xi is a vector of covariates mid Ci is an error term. Ii. is slraighlforward to olitain cost 
estimates for events in the trimmed sample. Namely, we estimate (5), then use 3 to estimate 
losses by using tlu.^ model to CARs. For <^acb <w'(Mit. we construct an estimated 

cumulative abnormal returti, 

(fA'H, = Xi5. ( 6 ) 

For each event, we multiply this estimate times the value of the common stock of the firm 
at tln^ time of the (.n^cint. 

For tln^ allegtxl infriTigx'ir ev<mts not in the trirnn'HKl samxile, \vv. cannot consistently esti- 
mate CARs. Hence, to estimate aggregate losses, we must make further assumptions. We 
consider two models; 

Model A. Estimate 3 using (5) on the trimmed sample. Use (6) to “predict" losses for 
ea.ch event a,nd to estimate’ the a.verage loss for evenLs in the trimmed sample. Assume al- 
leged infringer events not in the trimmed sample, and events -with missing variables, have 
the same average dollar loss as those in the trimmed sample, and seale up estimated losses 
accordingly. 

Model B. Estimate 3 using (-5) on the trimmed sample. Use (6) to “’predict" losses for 
obsen'atio'ns in the full sample. Assume alleged infringer events with missing variables have 
the. sa.me average dolla.r los.s, a.nd scale up accordingly 
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Each model has strengths and weaknesses. Model A is more conservative. If alleged infringer 
cvf^nts not in tln^ trinirtuxl sample involve firms likely to sutler largiT lossf's than those; in the; 
trimmed sample, as appears to be the case in our data, then model A will tend to undercount 
losses. 

Model B, on the other hanel, has greater potential for accuracy but makes stronger as- 
sumptions. It re;epiire;s that the re'latiorisbip betwex^n covariates and (JAH.s to tln^ sanne for 
alb^gcel infringer cvfaits not in the trimmed sample, as it is for (^v('nts in the trirnnHxl sampke 
If this holds, then the approach of model B overcomes the econometric problem presented by 
ovc;rlapping (estimation windows and (wemt window's. If not, it could be inaccuratte in (either 
direction. 

We now esliinale a cross-seciioind model of event OAfis. Our preferred specification 
relates firm size, surprises and CAIhs; 

CAH-i = C 1 72Sc:c2./: I 73sz.2:c3i I I 75si:c5i I fpmrprisCi I Ci. (7) 

where CAB.i is the 25-day ctumulalive abnormal return for event i and ti is an error term 
with constant vmlance. We estimate this model using weighted Ordinary Least Stgiares 
(OT.S) regression, with the inverse of the variance of the estimated event effect (•?/; from (4)) 
as the weight. 

'f lic rcsLilts an.^ presented in tb(^ first (.column of Table 10. Variables are scal(x.l so that the 
eoefiieients arc int(U'pr(4ed as pcTc^cmtagosizcd offexTs. Simx^ is omitted. tli(.^s(^ results 
indicate that firms of the smallest size involved in non-surprise lawsuits lose about 2.80% 
of value. Larger firms lose less, though the ovendl relationship between size and losses is 
non-monotonic. Indeed, it is an inverted l.h with firms in the size-i category at the peak with 
eslimated gains of about 0.23% (iioii-siu’prise lawsuits) and the largest {size^,) firms losing 
about 0.66%. (non-surprise lawsuits). If the case is a surprise, the firm loses an additional 
0.6S%. of value. 

Wc thc;Ti add in newfinii, nyc^case and single, as wxOl as dumniics for industry and 
filing year, and estimate the model again. These results are presented in column 2 of Table 
10. The coefficient estimates for the variables in the preferred specification do not change 
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denioTistrably. Additionally, none of the coelhcients on the added vaiiables? are found statis- 
tically significant at convcintional levels/^'"' Perliaps most surprisingly, the cflcct of npc^case 
is negative but insignificant. Hence, it appears that alleged infringers in NPE cases fare no 
diflerently than in other cases, once we control for firm si:i;e and surprise lawsuits. 

A|;)plying Model A l,o the Column i specification, we jiredicl, the CAR, of each of the 
3.21 7 (wents used to {^stiTriat(' the Tnodcl. We tlnm multiply this pn'dict(a.l (JAR. by the; value; 
of coninion stock ($2010) for the firms in the^sc ewents. Tables 11 shows our re;sults. We; 
estimate a mean loss of about $66.9 billion, a median loss of 84. 6 billion, and aggregate 
losses of about $215.1 billion. Sealing this up to includ(' all 8,607 alh'ge;d infring('r (avuits, 
we estimate 8575.5 billion in total losses over 1984-2009 ($574.3 billion if scaled up yearly). 
These estimates are similar to, though smaller than, the estimates in Table 6. This is not 
surftrising, since we apply a slighiJy dilTerent model to Ihe same data. 

Mod(4 B is distinct in that it pnxlicts CARs for (events not in th(^ trimyruxl saniph^ and 
linos tlutse pnxlictions to estimate costs. Using the estimates in tln^ first column of Tabh^ 9, 
we construct predictions for till 8,229 alleged infringer events where we have all vtuiablcs. 
This yields an estimate of $1,417.4 billion. Scaling this up to 8,607 alleged infringer events, 
we estimate $1,482.5 billion in costs ($1,479.2 billion if scaled up yeai'ly). 

This is more l,han doul)le the esliniale from Model A. The reason is straightforward. 
Model B assumes that size.^^ firms lose 0.66% of their value per event in events outside the 
trirnriH'd sample. Sinc<' sizer, (inns are large, their common stock is wry valuable. Since there 
arc more of them outside the; tiimm(;d sample than in the IriTTuncd sample, the csiiT7iat(;d 
av<rag(^ loss und<r Mod<4 B is hig]i(r, at $172.2 million. 

Excluding expectations about future profits (i.e., discounting by Tobin's q). we estimate 
lower aggregate losses of about $401.7 billion with Model A and $947.3 billion with Model 
B. Average and median losses are similarly lower. We esLimal.e a mean loss of $48.8 million 
and a median loss of $3.3 million for Model A, and $110.1 million and $7.1 million for Model 
B, rcsp(X,;tivc;ly. 

^''^Xeither ihe industi'v duiriTnies Tior Uie year durmriies are jointly significHTil k.s well. 
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Fiftui’e Additumiil Ymiii/ f'j«timulcs of l‘iUnit Litji/ntiori Coni* ond I'atrnI Rnil* 
tn Ihv US 

H.2. C\jm|)n.rinR (Vjsls «iiul BrjirlUs 

Consider aRaiii the comparison of ccvsls and Iwiiclils. FiRiiit' 3 sliows esliuialtw of vcarlv 
costs iisiiis Models A ami B, plotted aRiiiiisl estimaled rents using both esliinules of 7 (note 
lhal (he lowiwt rents series is iinejianged from Figure I), For each year, we use Models A 
anil B to eatiumte losses tor the linns included in the aggregate cost regression. Iheu we scale 
up losses for events left out (including those with missing variables). Model A’s estimates 
of yearly costs are virtually idetilietd to those from I'igiu'e 1. so we otnit those previoits 
l•stiInates from this ligure. It is also striking that Models A and B have almost identical 
estiinatos throngh I99(i. and then estimates diverge .sliiU7>lv tliereol'lei . 

The comparison of costs atid benefits is qualitatively wry similar to the results from 
Figure I, Even with the higher estimates of rents using 70s = 8517,00(1 (Column 1, Table 
2), eosis still excwsl lieiK’lils ill I99N and 2000-02. Moreover, the trends after 2002 strongly 
suggest that t he gap lielweeii costs aud lielielils grew. 

30 



201 


7. Discussion 

We find ihal, palenl liligalion costs exceed patent rents during 1998-2002 under the most 
cons(Tvativc cstiniaios of costs and naits. Morcovt^r. the tnaid iti liiigation cosis suggests 
tiiat Lirdcss benefits n)se sliarply during the rnid-to-late 2000S; costs (exceed berudits for most 
years through 2009 as well. The main driver is that litigation costs grew nearly twice as fast 
as rents. 

Our uncertainty about aggregate costs is unavoidable with the data we have. To obtain 
consistent estimales of CARs, we must exclude events with overlapping windows (i.e.. use 
the trimmed smnple). When we do so, we select on cases that are necessarily spread out. 
'I'his means that w{5 cannot consistently estimate the (^ftix't of clostdy-tiincd lawsuits on linn 
valiKc (.llos<;ly-timcd lawsuits may have different effects and may not b<5 independent <;vents. 
The event-study approach has one additional weakness. The stock market may discount a 
high number of expected lawsuits for litigation-prone firms, so that the effect of the events 
themselves are lai'gely “baked in” to stock prices even before the events. Future studies built 
around direct internal estimates of suit costs (e.g Besseii and Meurer 2012) are an imporianl 
step ioward overcoming these problems. 

(.)ui' cstiTnat<;s of av<',ra.g<i nmts also conic with some uncertainty. Most notably, our 
finding that EPO patent rents are far higher than US patent rents suggests that our baseline 
estimate of $517,000 per patent includes rents from patents outside the US. Perhaps by 
looking at differences across industries, where there is some variation in patent enforcement, 
research can better account for the distribution of patent rents across countries. We look 
forward to further progress in the area. 


31 



202 


References 

Arrow. K. 1962. "KcoTiornic Welfare and the Allocation of Rx^sourccs for hivc^ntion.’' in R„.R.. 
Nelson, ed.. The Rate and Direction of Inventive Activity. Princeton, NJ: Princeton 
University Press, 609-25. 

Bessen. J. 2008. "The Value of 1.78 f^itenls by Owner and Patent Characteristics,'’ Research 
ToUcy 37, 932-^15. 

Bessen. J. 2009a. "Matchin*^ Patent Data to CompListat Pirnis.” downloaded from 
http:// www.nber.org/ j bessen /matchdoc.pdf. 

Bessen, J. 2009b. “Estimates of Patent ItenLs from Firm Market Value,” Research Policy, 
i!8, lfiO'1-ICIfi. 

Bessen, ,T.: Ford, J.; Meurer, M. 2011. ”The Private and Social Costs of Patent Trolls,” 
Rerjulation 3i, 26-35. 

Bessen, J.; Meurer, M. 2005. “The Patent Litigation Explosion,” Boston Universty Law and 
Economics Working Paper Series, No. 05-18. 

Bessen, J.; Meurer, M. 2007. “The Private Costs ol Patent Litigation,” Boston Eniversty 
Law and Ecoiioinies Working Pap(T Series, .No. 07-08. 

Bessen, J.; Meurer, M. 2008. Patent Failure: How Judges, Bureaucrats and Lawyers Put 
Innovators at Risk. Princeton L. Pr<!ss: Princeton, .N.J. 

Bhagat, S.; Bizjak, J.; Coles, J. 1998. “The Shareholder Wealth Implications of Corporate 
Lawsuits,” Finandal Managem,tnl 27, 5-27. 

Bbagali, S.; Rricklcy, .L: Coles, .1. I99'l. “The Costs of Tncfficicni Bargaining and Financial 
Distress: FvidcTic<^ from Cotporatc Law'suits,” Journal of Financial Fconornics 35, 
221-47. 

Blind, K.; Cremers, K.; Mueller, E. 2009. “The Influence of Strategic Patenting on Compa- 
nies' Patent Portfolios.” Research Policy, 38, 428-436, 

Blind, K.; Edler, ,1.; Frietsch, If,; Schmoch, U., 2006 “Motives to Patent: Empirical Evidence 
from Ccrniany,” Research Policy, 35, 655-672. 

Boswnrtli, f).; Rogers, M. 2001. "Market v'alue, R&L) and Intellectual Property: An EmplT- 
ical Analysis of Large -Australian Firnrs,” The Economic Record, 77, 323-337. 

Chen, Y.; Chang, K. 2010. "The Ilelalionship Between a. Firm’.s Patent Quality and its 
Market Value - The Case of US PliarTriaeeutical Industry,” Technological Forecasting 
and Social Change, 77, 20-33. 

Chen, Y.S.: Shih, C.Y. 2011. “Re-examine the Relationship between Patents and Tobin’s 
(p” Scient.oinelncs, Published Online: 05 .August 2011, 781-794. 


32 



203 


Chill, Ci.L.; Lee, L.; Chi, H.Y.; Aiiandarajan, A. 2006. “l^aterit Ciitatioii, K&I) Spillover and 
Tobin’s Q: Erndence from the Taiwan Semiconductor Industry,” Revievj of Quantita- 
Live. Finance and Accounling, 26. 67-84. 

C’ohen, W.: Nelson, K .; Walsh, ,1. 2000. “Protecting Their luLellecliml Assets: Appropriabil- 
ity Conditions and why ICS. Firnrs Patent (or Not)." NBER Working Paper 7552. 

Cutler, I).; Suniiners, L. 1988. “'Flic Costs of Conflict Resolution and Financial Distress: 
Evidence from the Texaco-Pemizoil Litigation," HAND Journal, of Economics 19, 
157-72. 

Deng; Z.: Lev, B.; Narin, F. 1999. “Science and Technology as Predictors of Stock Perfor- 
inarice,” Financial .Analysts Journai 55 (3), 20-32. 

Faina, E.: Fisher, L.: Jensen, M.; Roll, R.. 1969. The Adjustinent of Stock Prices to New 
Information. International Economic Revieiv 10, 121. 

Frietsoli, R.; Neuhusler, P.; Rothengatter, O. 2012. “Which Road to Take? Filing 
B,oules Lo the European Patent Office,” World Patent Informal, ion, (in press), DOI: 
http://d.x.doi.org/10.1()16/j.wpi.2012.09.0iL 

Criliclics, Z. 1981. “.Vlarket Value, H.frl) and Patents," Fconomics letters, 7, 187, 

Hall, B, 1990, “The Manufacturing Sector Master File: 1959-87," NBER Working Paper 
3366. 

Hall, B. 199;i. “Industrial Research During the 198()s: Did lire Rate of Return Ffdl?’' Brook- 
ings Papers on Economic .Activity .Micro 2, 289-3U. 

Hall, H. 2005. “Exploring the Patent Hlxplosion,” Journal of 'I'echnotogy 'IYan.sfer SO, 35-18. 

Hall, H.; Jaffe TVajtenberg, M. 2001. “The NBER Patent Citations Data File: Lessons, 
Insights and Methodological Tools,” NBER Working Paper 8498. 

Hall, B.IL: Jahe, .A..; Traj tenberg, M. 2005. “Mtirket Value and F’atent Citations,” RAND 
Journal of Economics, 36, 1 6-38. 

Hall, B.H.; MacCarvic, M. 2010. “The Private Value of Software Patents," Research Policy, 
39, 994-1009. 

Hall, B.; Ziedoinis, R. “The Patent Paradox Recusited: .An Empirical Study of Patenting in 
the flS Semicondnetor IndiLstry, 1979-95,” RAND Journal of Economics 32, 101-28. 

Ilarholl, D.; Scherer, F.M. tmd K. Vopel. 2003. “Exploring the Tail ot Patented Inven- 
tion Value Distributions,” in Ovc Crandstrand, ed.. Economics, l.aw and Intellectual 
Property, The Hague, Netherlands: Kluwer Academic Publishers, 279-309. 

Haslem, B. 2005. “Managerial Opportunism Dmlng Corporate Litigation,” Journal of Fi- 
nance, 60, 2013-41. 


32 



204 


Hayashi, ia 1982. “Tobin’s Marginal Q and Average Q: A Neoclassical Interpretation,” 
Econometrica 50, 213-24. 

Henry, M. forthcoming. “Essays on the US Patent System,” Technology and Investment. 

Henry, M.; Turner, J.L. 2006. “The Court of Appeals for the Federal Circnit’s Impact on 
Palent T.itigalion,” .Journal of Legal Studies 35, 8.5-1 17. 

.laff<!. A.; laaner. .1. 2001. Innovation and Its Discontents: How Oar Broken Patent Sys- 
tem is Endangering Innovation and Progress, and What to Do About It, Princetion 
finiversity Press: Princeton, N,l. 

LanjonW; ,1.; Schankerniini, M. 2001. “Characteristics of Patent Litigation: A Window on 
(.’oinpetition,” Il.A.HD .Journal of Economics 32, 129-51. 

Lanjotiw. .1.0.; Schanherina.nn, M. 2001. “Patent Quality and Research Productivity: Mea- 
suring Innovation with Multiple Indicators,” The Economic Journal 111, 111-165. 

Lee, S.J. 2008. “Measure of R&D Success and Market Value of a Firm,” Seitz, J. (ed.), 7th 
Wuhiui luterualional Conference on E-Business, May 31 - June 01. 2008. 

Tjemley, M.; Tlehttnan, D.; Sanipat, B. 2005. ”Wliat to Do About Bad Patents,” Regulation 
28, 10-13. 

Lerner, J. 1995. “Patenting in the Shadow of Competitors,” -Journal of Law and Economics 
38, 463-95. 

Lewellen, W.C.; Badrinath, S.G, 1997. “On the Measurement of Tobin’s Q,” Journal of 
Financial Economics 44, 77-122. 

Lunney, G. 2001. “Patent Law. tlu^ P(^deral Circuit, and the Supreme Court: (ijuiet Rev- 
olution,” Supreme Couri Economic Review 11, 1. 

Merz, J.; Pace, N. 1994. “Trends in Patent Litigation: The .Apparent Influence of Strength- 
ened Palenis .Aitributable to the Coint of Appesils for the Federitl Circuit," Journa.l 
of the Patent and Trademark Office Society 76, 579-90. 

Miller, D. J. 2006. “Teclmological Diversity, Related Diversihcatioii, and Firm Performance,” 
Strategic Management Journal 27, 60f-6f9. 

Nordhaus, W. 1969. Invention, Growth and Welfare: A Theoretical Treatment of Technolog- 
ical Change. MIT Press: Boston, MA. 

Fakes, .A. 1986. “Palenis iis OptioiLs: Some Estimates of the Aalue of Holding European 
Pafent Stocks,” Econometrica SA, 755-781. 

Pakes, .A.: Schankerman, M. 1984. “The Rate of Obsolescence of Patents, Reseaixh Gestation 
Lags, and the Private Rate of Retmm to Research Resources,” in Griliclies, Z. ed., 
K&I), Palenis and ProduetimLy. University of Cliicago Press for the KBER: Chicago, 
11 . . 


34 



205 


Panattoiii, L. 2011. "The effect of Paragraph IV decisions and generic entry before patent 
expiration on brand pharmaceutical firms,’' Journal of Health Economics 30, 126-45. 

Putnam, J. 1996. "The Value of International Patent Protectiony Ph.D. Thesis, Yale. 

Salinger. M. 1992. "Slandard Errors in Event Studies^ The Journal of FimniciaJ. and Qmin- 
iitalive Analysis 27. .39-5.3. 

Sandner, P.(.h; Block, -J. 2011. “The Market Value of KA'd), Patents, and Trademarks," 
Research Policy, 40, 969-985. 

Serrano, (b.I. 2005. "The Market for Intellectual Properly; Evidence from the Transfer of 
PaienLs,’' Working Paper. 

Shane. II.; Klock. M. 1997. “The Relation Between Patent Citations and Tobin’s Q in the 
Sfanieonductor Industry;” Hetnew of Quantitative Finance and Accounting 9, 131-116. 

Shapiro, C. 2010. “Injunctions, Hold-Up and Patent Koyaltiesy American Law and Eco- 
nomics Review 12, 280-318. 

Solow, R. 1957. 'Technical Change mid the Aggregate F’roduction Function,” Review of 
Economics and Statistics 312-20. 

Turner, J.L. 2012 "Patent Thickets, Trolls and Unproductive Entrepreneurship,” UCA Work- 
ing Paper. 

van Pottelsberghe de la Potterie, B. 2011. ’The Quality Factor in Patent Systems,” Industrial 
and Corporade Change 20, 1755-93. 


35 



206 



Mean 

Median 

Firm inarkeL value, 

$2,815.32 

$103.85 

AccouTitiTig assets, A 

$1,410.18 

$38.18 

R&D stock, R 

$366.24 

$21.04 

Patent stock, P, using applications 

106.71 

4.41 

l^atent stock, R, using grants 

93.83 

3.16 

ing 

1 .00 

0.71 

Percent oh)servations with no patents 

20.79 



Table 1: Samj}le Statistics 


Note: These statistics reflect 40,287 observations for 4,481 firms during 1979-2002. 
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Years 1979-2002 1979-1997 1979-1997 

(Bessen 2009b) 


7 

0.517*** 

0.547*** 

0.536*** 


(0.030) 

(0.035) 

(0.035) 

tt 

1.031 

1.183— 

0.992 


(0.019) 

(0.025) 

(0.023) 

N 

40/287 

29,935 

25,681 

Adjusted 

0.CC6 

0.430 

0.625 


abl<'; 2: hJstim.atcfi of US Uatent Rents Using Application Stocks 


Note; The results in column 1 reflect non-linear least squares (NLLS) estimates of equation (2), while 
column 2 reports estirriates of e<{uatior> (3). All calculations were performed in STATA. Standard errors in 
parentheses are robust to heteroscedasticity. The estimates for and ?/ are in millions of 2010 dollars, 
'i'hc null hypothesis for the first throe coefficient estimates is that the coefficient is zero, while the null for a 
is that the coefUcient equals 1 , The following <lenote statistical significance: *** \% level. 5% level. 
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Years 

1979-2002 

1979-97 

')VS 

0.35i*** 

0.381*** 


(0.029) 

(0.035) 

IKPO 

1.821+++ 

2.012*** 


(0.141) 

(0.168) 

cx. 

0.997 

1.142*** 


(0.019) 

(0.025) 

X 

10,287 

29,935 

Adjusted R? 

0.666 

0.434 


Table 3: Esiimales of US and EPO F^aLemL Remis Using Application Stocks 


Note: The results hi cohuiin 1 reflect non-linear least scjnares (NIT.S) estimates of equation (2), while 
column 2 reports estimates of exjuation (3). All calculations were performed in STATA. Standard errors 
in parentheses are robust to heteroscedasticity. The estimates for ■‘/us^'^'epo and p are in millions of 2010 
dollars. The null htpothesis for the first tliree coefficient estimates is that the coefficient is zero, while the 
null for a is tliat the coefl'icient. ecjujils 1. Tlie following <lenote statistical signillcance: ]% level. 5% 

level. 
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All Cases 

N % 

Public Cases 

A'- % 

Case Typo 

Xot Identified 

12,150 

34.4 

2,590 

27.3 

Identified 

23.151 

65.6 

6,888 

72.7 

Trirringernenl 

19,259 

83.2 

5,91 1 

85.8 

Declaratory .TiJ<]gTnent 

3,892 

16.8 

977 

14.2 

Number of Defendants 

1 

27,777 

78.7 

6,583 

09.5 

2 or more 

7,523 

21.3 

2,895 

30.5 

Main Patent Type 

Xot Identified 

328 

0.9 

56 

0.6 

Identified 

34.973 

99.1 

9,422 

99.4 

Design 

2,790 

8.0 

430 

4.6 

Plant 

21 

0.1 

0 

0.0 

Reissue 

851 

2.4 

243 

2.6 

Utility 

31,311 

89.5 

8,749 

92.9 

Main Patent Tech. Class 

Design/Plant 

2,811 

8.0 

430 

4.5 

Xot Identified 

1.494 

4.2 

480 

5.1 

Identified Ul-ility/R.eissiie 

30,990 

87.8 

8,568 

90.4 

Chemical 

3.008 

9.9 

889 

10.4 

Clomputers/Cominunications 

5,802 

18.9 

2,359 

27.5 

Drugs/.Viodical 

4,909 

15.8 

1,983 

23.1 

Electrical / Electronic 

3,350 

10.8 

982 

11.5 

Mechanical 

5.045 

16.3 

988 

11.5 

Other 

8,702 

28.3 

1,367 

16.0 


Table 4: Derwent Lawsuits, 1984-2009 


Note: These slalislics relied lawsuils recorded by Derwent Litalert for years 1984-2009. Each Derwent 
recor<] inclu<]es I, he narne(s) {>1 at. least one plaint, ilT and at lead, one defendant,, as well as a ‘‘main” patent.. 
VVo match those names to public firms using an algorithm developed by Jim Hessen. VVe also match Derwent 
c.iasc.’s to ca.sc.’s from Patent Freedom, using filing dates and docket riuriilx.irs. For the catogoric’s that ar<' 
indented, the sl.at,isl.ics are corulilional probabilities. For example, the {)robabilit,y a Dennent case is an 
infringement suit, conditional on being identified as either an infringement suit or a declaratory judgment, 
is 83.290.. We use the “main” patent to construct statistics on patent type and technology class. 
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Derwent 

A'- % 

Non-Derwent 

A' % 

Cmsc Typo 





Xot Identified 

0 

0.0 

0 

0.0 

Identified 

954 

100.0 

460 

100.0 

Tnrringernenl, 

952 

99.8 

460 

100.0 

T)ecla.ral,ory Ju<lgrnent 

2 

0.2 

0 

0.0 

Number of Defendants 





1 

405 

42.5 

230 

50.0 

2 or more 

549 

67.5 

230 

50.0 

Main Patent Type 





Xot Identified 

1 

0.1 



Identified 

953 

99.9 



Design 

9 

0.9 



Plant 

0 

0.0 



Reissue 

16 

1.7 



Utility 

928 

97.4 



Main Patent Tech. Class 





Design/Plant 

9 

0.9 



Xot Identified 

76 

8.0 



Identified Utility/Reissue 

869 

91.1 



Chemical 

6 

0.7 



C'omputers / C'ommunications 

670 

77.1 



Drugs/Mcdical 

8 

0.9 



Elcctrical/Elcctronic 

93 

10.7 



Mechanical 

56 

6.4 



Other 

36 

4.1 




Table 5: Patent Freedom Lawsuits, 1990-2009 


Note: These slaLislies relied lawsuits capl urecl by Patent Freedom for 1900-2009. Some of these cases matdi 
1.0 Derwent re(;or<]s. wliile olliers do tiol. For the categories that are indented, the st,atistics are conditional 
probabilities. For example, the probability a PaLenL Freedom case (which matches a Derwent record) is an 
iiifringomciiL suit, conditional on being identified as either lui inrringenieiit suit or a declaratory Judgment, is 
99.8%. The Palent Freedom data do not include patent numbers, so it is not possible to construct statistics 
about patent t\'pe or class for those observations wliicli do not match to a Derwent record. 
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Variable Type Description 


iiewlirni 

Dummy 

The firm has been public less than 5 vears. 

Tipe_ca.se 

Dummy 

“1” if the lawsuit includes an XPR. 

revenue 

SUSm (2010') 

The party's pre\4ous-year revenue. 

single 

Dummy 

‘T” if the party is the only clefenclant. 

sizcl 

Dummy 

“1” if rovenuo <$100m. 

si/e2 

Dumrriv 

“ 1 ” i f $ 1 OOrri <revenue <So00Tn . 

size3 

Dummy 

‘T” if $500m<revenue<:Sob. 

size4 

Dummy 

■‘1 if $5b<revenue<$20b. 

sizc5 

Dummy 

if rovonuo>$20b. 

sui'fTrise 

Dummy 

“1” if parly is in a lawsuit in the [>ast 2 years 

Industry Categories 



chemicals pharmaceuticals 

Dummy 

“1” if the firm is in SIC 28. 

computers 

Dummy 

“1” if the (Irrn is in ,STC 35, 

electrical & electroTiics 

Dummy 

“1” if the finn is in ,STC 36. 

instruments 

Dummy 

“1” if the firm is in SIC 38, 

misc manufacturing 

Dummy 

“1" if the firm is in SIC 20-27, 29-34, 37. 39. 

retail k. wholesale 

Dummy 

“I"' if the firm is in SIC 50-65, 67. 

software 

Dummy 

“1” if the firm is in SIC 73, 

telecommunications 

Dummy 

“1” if the firm is in SIC 48. 

other 

Dummy 

“!’■ if the firm has any other SIC code. 


Table 6: Variables for Cross-Sectional Analysis 


Note: SIC categories are obtained via CRSF. 
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(1) Trimmed Sample (2) Full Sample 

Variable N Mean SD N Mean SD 


iiewHi'Tri 

npe.case 

revenue 

single 

si/el 

size2 

size3 

size! 

sizeFi 

surprise 

chemicals &: pharmaceuticals 
computers 

electrical ^ electronics 

instruments 

misc manufacturing 

retail k- wholesale 

software 

te1ecomm\]nioations 

other 


3,868 

6.7 

25.0 

8,458 

32.1 

46.7 

8,368 

9,558.0 

26,156.6 

3,458 

55.1 

19.7 

8,868 

3.7 

34.4 

3,368 

20.0 

40.0 

3,368 

37.9 

48.5 

3,368 

17.4 

37.9 

3,368 

1 1.0 

31.3 

3,372 

73.6 

44.1 

3,458 

8.4 

27.7 

3,458 

10.2 

30.3 

3,458 

14.7 

35.4 

3,458 

9.7 

29.6 

3,458 

1S.5 

38.9 

3,458 

15.4 

36.1 

8,458 

8.2 

27.5 

8,458 

3.4 

18.2 

3,458 

11.1 

31.8 


8,442 

1.9 

13.7 

8,607 

40.1 

49.0 

8,442 

23,253.0 

43,708.0 

8,607 

■19.3 

19.9 

8,442 

7.6 

26.5 

8,442 

12.6 

33.2 

8,442 

30.8 

46.1 

8,442 

21.8 

11.3 

8,442 

27.2 

44.5 

8,369 

30.5 

46.1 

8,607 

10.5 

30.6 

8,607 

12.9 

33 ■) 

8,607 

16.8 

37.4 

8,607 

8.2 

27.4 

8,607 

13.8 

34.5 

8,607 

13.4 

31,1 

8,607 

8.9 

28,4 

8.607 

4.9 

21 .6 

8,607 

10.7 

30,9 


Table 7: Descriptive Slalislics for Cross-SecUonal Vaiiahles 


Note: Those statistics reflect the characteristics of event parties in lawsuits during 1984-2009, For ail 
variables except revenue, statistics are expressed as percentages. Revenue data, come from ma, telling public 
Hrrris to COMPL’STAT, while industry classes come from CRSP. In some cases, we could not identify a 
GVKEY identifier to obtain a certain match to COMPUSTAT. This is why the number of observations 
for the revenue-related variables is smaller. The number of observations for the surprise- vai’iable is smaller 
because wc do not have enough da.ta to capture this variable for lawsuits in 1981-85, 
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(1) Trimmed Sample 
5- Day 25-Day 
Window Window 


(2) Full Sample 
5-Day 25-Day 
Window Window 


All Event Pai-ties 


N 

5,709 

5,3o7 

13,520 

13,526 

Mean 

-0.19%*** 

-0.51%*** 

-0.11%.*** 

-0.26%*^ 



(0.13%) 

(0.03%) 

(0.08%) 

Median 

-0.37% 

-0.71% 

-0.24%. 

-0.47% 

Alleged Irifringer.s 

N 

8,064 

8,458 

8,007 

8,007 

Mean 

-0.27%*** 

-0.72%*** 

-0.19%.*** 

-0.31%*’ 


(0.07%) 

(0.16%) 

(0.01%) 

(0.10%) 

Median 

-0.11% 

-0.89% 

-0.32% 

-0..50% 

Patentees 

N 

2,015 

1,899 

1,919 

4,919 

Mean 

-0.03%: 

-n.11% 

0.0.6% 

-0.16% 


(0.10%) 

(0.23%) 

(0.06%) 

(0.13%) 

Median 

-0.24% 

-0.41% 

-0.12% 

-0.30% 


Table 8: Estimated Average Cumulative Abnormal Returns, 1984-2009 


Note: These statistics reflect an event study of patent litigation by all public firms matched to either a 
Derwent record or a. Patent Freedom record during 1981-2009. Wo use the dummy variable a.pproach of 
Salinger (1992), with the value-weighted CRSP index as the market basket. To estimate mean cumulative 
abnormal returns (CARs), we weight each individual CAR by the inverse of the wiance of the estimated 
effect of the event, If two or more firms are involved in the same case, then each firm’s participation is 
treated as a separate event, The “Patentees” categor>' includes all firms clearly identified as patentees in 
known infringement suits or declaratory judgments, as well as plaintiffs in cases w’here we do not know if 
the case was an infringerrieTil, suit or a (lecjlaratory judgment. The “Ai]ege<l Tnrringei's” category includes all 
firms clearly identified as alleged iiifringem in known infringemeiit suits or declaratory judgments, as well as 
defendants in cases tvhere we do not know if the case was an infringement suit or a declaratory judgment. 
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(1) Trirnnicd 
Sample 

(2) Full 
Sample 

UNADJUSTED 

AT (Estimation) 

3,-158 

8,607 

Mean 

62.5 

86.8 

Median 

7.6 

11.3 

'I'otal Costs (A'T) 

216,140.7 

746,891.4 

Total (!’osts (A' = 8, 607, sealed over all) 

537,976.6 

746,891.4 

Tol,al Co.st.s (A^ — 8,607, scaled yearly) 

540,263.0 

746,891.4 

ADJUSTED 

AT (Estimation) 

2,641 

6,804 

Mean 

47.1 

54.6 

Median 

C.2 

9.6 

'Total Co,sts (AT) 

124,397.1 

371,608.9 

'Total Costs (A = 8, 607, scaled over all) 

404,949.1 

470,082.0 

Total Ciosts (A’ — 8, 607, scaled y’early) 

410,567.9 

475,807.5 


Table 9: Eslimates oj Aggregate Costs, 1984-2009 


Note: All results use the output of event studies performed according to the note in Table 5, using just 
alleged infringer events. Total cost estima.tes arc calculated two ways. I'he “scaled over all” estimates 
calculate the average cost among all events in the iriinim.'d sampl<'. This cast is then imparted to all events 
not in the trimmed sample. The “scaled yearly’’ estimates calculate, for each year, an average cost among 
all observations in the IrirriTned saru]>le. For eacli year, this cost is then imparted to all all event, s not, in 
the t rimmed sample. This produces yearly estimates of total costs. This table reporl,s the sum of those 
estimates, Estimates are in $millions (2010). 
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Varial>lo 

(1) 

(2) 

C 

-2.80*** 

-2.9-5** 


(0.98) 

(1.-50) 

size2 

9 gg*** 

2.72** 


(1.08) 

(1.08) 

size3 

3.03*** 

2.94— 


(0.97) 

(0.98) 

sized 

2.63*** 

2.66** 


(().!)8) 

(I.OI) 

size5 

2.14** 

2 22=*=^ 


(1.00) 

(1.05) 

surprise 

-0.68* 

-0.66* 


(0.38) 

(0.40) 

npe_case 


-0.49 



(0.49) 

newl'irm 


-0.16 



(1.13) 

single 


-0.38 



(0.39) 

Truluslrv and 



Year Dummies 

No 

Yes 

N 

3,217 

3,217 

R? 

0.005 

0.026 


Table iO: Cmas-SecMonal Analysis of CARs, 1986-2009 


Note: The results in column (1) reflect regressions using the equation CARi = C \ ''{■zsize'li \ y^sizeZi \ 
'I'jiSizcAi I 7,-sjTc5i I 4>S'U.r}yi'tse^ \ Cf, where CARi the estimated cumulative abnormal return for the 
2o-clay window from the event study described in Thble 3. The equations are estimated using weighted 
ordinary least squares, where the weights arc the inverses of the variances of the estimated effects of the 
events. Variables are scaled so that coefficient estimates arc interpreted as porcentage-point-sized efl'ects. 
The following denote statistical significance: *** 1% level, 5% level, * 10% level. 
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UNADJUSTED 

Nj? (Estimation) 


3,217 

Model A 

Mean 


66.9 

Me<lian 


4.6 

Est. Ag:gn‘egate Costs 

(N-Nf.) 

215,101.8 

Est. Aggregate Costs 

{N — 8, 607, scaled over all) 

575,499.3 

Est. Aggregate Costs 

(A' = 8, 607, scaled yearly) 

571,304.4 

Model B 

Mean 


172.2 

Median 


9.3 

Est. Aggregate Costs 

(A' = 8, 229) 

1,417,369.0 

Est. Aggregate Costs 

{N — 8. 607, s<;ale<l over all) 

1 ,482,476.0 

Est. Aggregate Costs 

(A'^ — 8, 607, scaled yearly) 

1,479,223.9 

ADJUSTED 

Njr (Estimation) 


2,520 

Model A 

Mean 


48.8 

Median 


3.3 

Est. .Aggregate Costs 

(N-m 

123,038.1 

Esl. .Aggregate Costs 

{N — 8. 607, s(^ale<l over all) 

401,653.6 

Est, Aggregate Costs 

(A'’ — 8, 607, scaled yearly) 

424,570.1 

Model B 

Mean 


1 10.1 

Median 


7.1 

Est. Aggregate Closts 

(A'-C,.590; 

725,310.3 

Esl. Aggregate t’osls 

(A’' = 8. 607, s(.‘aJe(.l over all) 

947,305.9 

Esl. .Aggregate Costs 

[N — 8.607, s<;ale<l yearly) 

956,349.7 


Table 11: Estimates of Aggregate Costs, 1984-2009 


Note: All resulls rellecl. h model tlial. uses llie e<iuat,ion CARi — C + + 74S?'.tft4; + 

+ <p'8,ur-prifie^ + e-,. where CAR, is llie estimaled curriulaUve abnonnal relurn for llie 25-da.y window 
from the event study described in Tabic 3. The equations arc estimated using weighted ordinary least squares 
(WOLS), where the weights are the invemes of the variances of the estimated effects of the events. C’ost 
estimates are in Smillions (2010). Model A scales estimated costs up to account for the smaller number of 
observations included in the regression. Model B projects the estimated model onto all events with sufficient 
data for the regression. For example, for the trimmed sample, where events with overlaps arc excluded, 
3,217 observations are used to est.ima.te the model. Just counting these events, the model estimates $215.5 
billion in losses. Assuming lhat I, he other events have the same average (kxsI as the 8,217 used to estimate 
the model. Model A estimates 8575.5 billion in losses. Projecting the model onto all 8,229 alleged infringer 
events to estimate losses and then scaling up to 8,607, Model R estimates 81,417.4 billion in losses. When 
scaling is done yearly, the overall average is imparted to observations from 1984 and 1985. Estimates in 
the low'er panel (‘‘Adjusted”) reflect this same exercise, but where losses are scaled by estimates of TobinT 
q. The number of observations useful for the regression are reduced to 6.590 becHuse it is ne<;essary to 
trim the tails of the Tobin’s q estimates. TTenoe, for this category. Model R scales up estimated losses V)v 
(8,607/6,590). 
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February 6, 2013 


The Honorable Patrick Leahy 
Chairman 

Committee on the Judiciary 
United States Senate 
224 Dirksen Senate Office Building 
Washington, DC 20510 

The Honorable Chuck Grassley 
Ranking Member 
Committee on the Judiciary 
United States Senate 
152 Dirksen Senate Office Building 
Washington, DC 20510 


The Honorable Bob Goodlatte 
Chairman 

Committee on the Judiciary 
United States House of Representatives 
2138 Rayburn House Office Building 
Washington, DC 20515 

The Honorable John Conyers 
Ranking Member 
Committee on the Judiciary 
United States House of Representatives 
B-351 Rayburn House Office Building 
Washington, DC 20515 


Dear Chairmen Leahy and Goodlatte and Ranking Members Grassley and Conyers: 

As your committees begin the 1 1 3th Congress, the companies of the Coalition for Patent 
Fairness (CPF) write to outline our recommendations to improve America's patent 
system 

The Coalition for Patent Fairness has spent the past seven years working to improve our 
patent system through legislation, the administrative process, and the courts. Our 
companies hold tens of thousands of patents and are among the most active users of 
the patent system. We are strongly committed to the health of the patent system and we 
look forward to working with you and your colleagues to address these challenges in a 
productive 113th Congress 

While we have seen progress with the passage of America Invents Act (AIA) and in the 
courts, our companies and the innovation ecosystem of startups and investors continue 
to face significant problems Patent Assertion Entities (PAE's), commonly referred to as 
“patent trolls.* are still plaguing America's innovators. One recent report showed that 
PAEs cost the American economy S29 billion in 201 1 , and that did not include the 
indirect costs of lost innovation. Even more troubling, studies find that the targets of this 
patent game are increasingly small- and medium-sized businesses These startups are 
essential to innovation and job creation, but are most vulnerable to the uncertainties and 
expenses of patent litigation. 
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Remove incentives to litigate - PAEs should not have a free roll of the dice. CPF 
supports the DeFazio-Chaffetz SHIELD Act (“Saving High Tech Innovators from 
Egregious Legal Disputes Act of 2013") and similar legislative efforts While it is early in 
its legislative evolution, we believe in the essence of this legislative idea: Innovation and 
the patent system are best served by disincentivizing unnecessary and abusive litigation 
We look forward to working with your committees on this important legislation. 

Fix the estoppel threshold - do not let the AlA's new post-grant review become 
useless because of a technical error. As Chairman Leahy and former Chairman 
Smith recently noted, the mistake in question was a "scrivener's error." The intent of 
Congress was clear, yet over a year and half after passage of the AIA. this emor remains 
unremedied. As far back as 2005 . the introduced and passed versions of the patent 
reform bills contained identical language on this matter, until it appears the text was 
inadvertently changed, despite a lack of legislative directive, at some point between the 
House Judiciary Committee's vote to report the bill to the House Floor and the House 
taking up the matter Were it allowed to function as Congress intended, the AlA's new 
post-grant review proceeding could potentially help improve patent quality and minimize 
costly litigation Yet without the necessary technical correction, many stakeholders may 
avoid post-grant review proceedings altogether As such, a major accomplishment of 
the AIA may never be realized. 

Protect and enhance prior user rights - America's trade secrets are vulnerable 
under the new first to file patent system. We need to put American companies on a 
level playing field with their foreign competitors who enjoy broad prior user rights in their 
home countries It is essential to ensure that prior user rights adequately protect trade 
secrets embedded in commercialized products Congress recognized that, even as the 
AIA passed, there remained some uncertainty as to the scope of prior user rights 
necessary to protect innovation under the new first to file system and a need to revisit 
the matter in the near future. We believe that there is extensive cross-industry support 
for taking this opportunity to address the question, in order to protect substantial 
investments made in the development and preparation of proprietary technologies. 

Use your oversight role actively to ensure an ongoing public discussion about 
how to maximize innovation in our patent system. The pace of change is 
accelerating rapidly in everything from technology that we patent to the business models 
that take advantage of the system We face challenges at the PTO, in the Federal 
Courts, and at the International Trade Commission (ITC) We have been encouraged by 
recent efforts by the Federal Trade Commission and the Department of Justice to 
examine Patent Assertion Entity activities. Likewise, the FTO has been active in 
engaging stakeholders on important questions. The PTO recently sought comments on 
the questions of the clarity of claims and the identity of the real-party-in-interest, and are 
engaging with the patent community in finding ways to improve the quality of software 
related patents. CPF is actively working on several of these efforts, and we urge your 
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committees to encourage the PTO in these efforts to improve the patent system Finally, 
last year the House Judiciary Committee held a valuable hearing on PAE use of the ITC 
patent enforcement procedures That hearing heard testimony from CPF member Cisco 
Systems and other key innovators such as Ford Motor Company about the troubling use 
of the US trade agency as a parallel patent court. This is an important issue that we 
believe needs your continued oversight. 

Thank you for your continued leadership and willingness to take our views into 
consideration. If you have questions, please contact Matt Tanielian at 
mtanielian@franklinsquaregroup com. 


Sincerely: 

The Coalition for Patent Fairness 


Adobe 
San Jose, CA 


Oracle 

Redwood Shores, CA 


Cisco Systems Rackspace 

San Jose, CA Austin, TX 


Dell Blackberry 

Round Rock, TX Dallas. TX 


Google Inc. 
Mountain View, CA 

Intel Corporation 
Santa Clara. CA 

Intuit 

Mountain View, CA 


SAP America, Inc. 

Newtown Square, PA 

Verizon Communications Inc. 
New York, NY 


The Coalition for Patent Fairness is a diverse group of companies and industry 
associations dedicated to enhancing U S. innovation, job creation, and 
competitiveness in the global market by modernizing and strengthening our 
nation’s patent system 

For more information, visit htto./Zwww patentfairness ora . 
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Statement for the Record 

On Behalf of the 

AMERICAN BANKERS ASSOCIATION 
/•'or the Hearing 

“Abusive Patent Litigation: The Impact on American Innovation & Jobs, and 
Potential Solutions” 


Before the 

The Subcommittee on Courts, Intellectual Property and the Internet 
Of the 

House Committee on the Judiciary 
March 14, 2013 




Sankers 

Associa-.lon 
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March 20, 2013 


On behalf of the members of the American Bankers Association (ABA) we appreciate the 
opportunity to submit this written statement for the above-entitled hearing. The American Bankers 
Association represents banks of all sizes and charters and is the voice for the nation’s $ I4 trillion 
banking industry and its two million employees. ABA’s extensive resources enhance the success of 
the nation’s banks and strengthen America’s economy and communities. 

The testimony the Subcommittee received on March 14 made it clear that the risk of abusive patent 
infringement impacts nearly every industry, including banking, retail, and technology. This 
statement is intended to reinforce that testimony, but also to emphasize that abusive patent litigation 
is a serious concern for banks of all sizes across the country and that we welcome the opportunity to 
work with Members of the Subcommittee and your colleagues in the House on solutions that would 
help end abuses in this area and promote greater innovation and competition. 

Abusive patent litigation has been around for many years. That is why we supported the reforms 
Congress put in place through enactment of the America Invents Act, in particular the process for 
review of overly broad business methods patents by the Patent and Trademark Office (PTO). 
Unfortunately, the abuses have continued despite those reforms, and banks continue to be barraged 
by the use by non-practicing entities (NPEs) of overly broad patents, threats of litigation, and 
licensing fee demands. As a result, resources and capital that could go toward lending or otherwise 
serving bank customers and communities have necessarily been re-allocated to defend against 
abusive patent claims from NPEs. 

Faced with threats of expensive patent litigation, many banks, and especially smaller banks, find 
that their only option is to settle rather than face paying millions to defend against extortive claims 
of patent infringement. Well-funded and sophisticated NPEs take advantage of community banks 
with limited resources and little patent experience, and have amassed significant 'licensing” fees 
from banks literally for the cost of mailing a threatening letter. 

A recent example of this involves an NPE known as Automated Transactions, LLC (ATL), which 
targeted more than 1 50 community banks in New England, New York, New Jersey, and Georgia. 
ATL claimed that transactions facilitated by the use of the banks’ ATMs infringe one or more of its 
patents. What ATL failed to mention, however, is that several of ATL’s claims have been 
invalidated by the courts. In particular, the Supreme Court denied certiorari on ATL’s appeal of an 
April 23, 2012, decision by the Federal Circuit to affirm a ruling by the Board of Patent Appeals 
and Interferences invalidating several of ATL’s patent claims. Despite this, the company continues 
to assert those patents and sue banks, including banks that do not even have ATMs. 

We were pleased that several of the witnesses at the hearing offered suggestions intended to 
alleviate some of the incentives that drive abusive litigation by patent NPEs. In particular, we 
believe that it would be helpful to put in place a means to restrict the ability of non-practicing 
entities to profit from suing end-users of technology, as opposed to those who make and or sell that 
technology. In addition, we support H.R. 845, which provides for the recovery of litigation costs by 
defendants that successfully defend against abusive patent challenges from NPEs in court. 

Abusive patent litigation is a serious problem for U.S. banking institutions of all sizes. We strongly 
support efforts to end abusive patent litigation and look forward to working with the Subcommittee 
on this important issue. 


American Bankers Association 
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March 22. 2013 

'fhc Honorable Howard Coble. Chairman 
The Honorable Melvin L. Watt, Ranking Member 
House of Represcocauves 

Committee on die judiciary, Subcommittee on Courts, Intellectual Property and the Internet 
2138 Rayburn Mouse Office Building 
Washington. D.C 20515-2016 

Re: Hearing on ''Abusive Patent Litigation: The Impact on American Innovadon jobs, 

and Potential Solutions" Thursday, March 14, 2013 

Dear Chairman Coble and Ranking Member Watt: 

I wntc to address comments made by the representative of Cisco Systems Inc. about MOSAID 
Technologies Inc. at last week's Subcommittee hearing. MOSAID continues to applaud the 
Subcommittee's examination of the patent system, its importance to Amencan innovadon and job 
creatioo, and the role of federal courts in safeguarding patent rights. 

MOSAID is a long-established intellectual property company focused on the licensing and 
development of semiconductor and commumcabons technologies. Founded in Ottawa, Ontano, in 
1975, MOSAID has a history of technology innovadon. Our research and development is currently 
focused on the development of advanced flash memory technology for business appbeadons. In 
2011, MOSAID was taken private by Sterling Partners, a leading U.S.-owned private equity firm 
with approximately $5 billion of assets under management and offices in Baltimore. Chicago, and 
Miami. MOSAID has corporate offices in Ottawa and north Texas; about a fifth of our employees 
are in Texas. MOSAID is a licensing company ^ not a Udgadon company — and views patent 
infringement lidgaoon as a last resort when it cannot negotiate a patent licensing agreement with a 
company that is infnngmg MOSAID's intellectual property. In fact, the vast majority of MOSAID's 
patent licensing agreements have been achieved through negodadon, not litigation, and our mote 
than 60 licensees arc a "Who’s Who" of leading intemadonal electronics companies. 

But at least week’s hearing, the Cisco representative wrongly ated MOSAID as an example of 
companies that arc "financial operators" that bring "sham lidgaaon." are “really in the business only 
of lidgadng," and only "care about [] how they can manipulate the procedures." Nothing could be 
further from the truth. £ven worse, this recent heating marks the second time that Osco has used 
your forum to misrepresent MOSAID’s business and the Udgadon history between the companies. 
In the Subcommittee’s hearing on "The Intemadonal Trade Commission and Patent Disputes," held 
july 18, 2012. Cisco mischaractenzed an ITC invesdgaoon in which MOSAID and Cisco eventually 
agreed to jomtly ask the ITC to dismiss the proceeding, which it did. Rather than fiiUy rehash the 
details, I would refer you to my July 25, 2012, letter to the Subcommittee (attached). 
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Cisco is wrongly assailing MOSAID in front of this Subcommittee for the purpose of convmcing 
the Congress that a category of patent owners (non-practicing cnades or NPEs) should be targeted 
for inequitable protection of the law. By advocating for the SHIELD Act, Cisco is u^ing the 
Congress to ta^t certain types of patent owners who lose in&ingcmcnt eases. The proposed 
SHIELD Act misses the mark because it focuses on the litigani, not the litigation behaviour that the 
Act's proponents c laim to be targeting. Instead of addressing litigation behaviour, Cisco and others 
wont to use the Act to nit the pla)ing field against NPEs by making it askier for them to assert their 
patents. The net result will be that Cisco and others will &cc less risk of being held accountable for 
their patent infringement. 

MOSAID urges the Subcommittee to focus its attenuon on curbing Udgadon abuse, rather than on 
deiemng mentotious legal action by a certain class of patent owners. Our view is that non- 
mciitorious lingabon tactics should be no more acceptable by an accused inftmgcr than by any 
patent owner, and no more acceptable by a practicing patent owner or original patent assignee than 
by an NPE. 

On behalf of MOSAID, I appreciate your consideration of this letter and respectfully ask that it be 
made a part of the hearing record. We look forward to working with your Subcommittee and the 
Members as you continue to closely study these important issues. Please contact me if you have any 
questions or desire additional information about MOSAID. 

Sincerely, 



John Lmdgren 

President and Chief Executive Officer 
MOSAID Technologies Incorporated 
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MOSAIC Technologies Incorporated 


July 26, 2012 

The Honorable Bob Goodlatte, Chainxtan 
The Honorable Melvin L. Watt, Ranking Member 
U.S. House of Represontadves 

Committee on the Judiciary, Subcommittee on Intellectual Property, Compeddon, and the Internet 
2138 Rayburn House Office Building 
Washingmn, D.C 20515-2016 

Re; Hearing on "The Internationa] Trade Commission and Patent Disputes" 

Wednesday, July 18, 2012 

Dear Chairman Goodlatte and Congressman Watt: 

I wtite to address comments at the Subcommittee hearing last week made by the representative of 
Cisco Systems Inc. about MOSAID Technologies Inc. MOSAID applauds your efforts to examine 
the important role the U.S. Intemadonal Trade Commission (TTC) plays in promoting the Nadon*s 
innovadon and economy. 

The MOSAID Story 

MOSAID is one of the world's leading intellectual property companies, focused on the licensing and 
development of scmicooductot and comzminicadons technologies. Fotmded in Ottawa, Ontario, in 
1975, today MOSAID has operations in Ottawa and north Texas, with 20 percent of out employees 
based in Texas. 


MOSAID has a long tradition of technobgical leadership. MOSAID invented key cucoit 
technolc^ that is used in viituaily all mainstream dynamic random access memory (DRAl^, the 
main type of data memory sdll used in computers. Today MOSAID*s research and development is 
focused on a different type of memory, the flash memory that is the basis of USB flash diira and is 
becoming an increasingly nnportant part of data storage for computers, cellphones, and other 
electronics products. MOSAID's HLNAND<S) flash memory products will provkie efficient, first, 
and reliable solid state drives that will replace hard disk drives in many appliudons, firom consumer 
and industxia] products to entetpnse and data center ston^ systems that are the backbone of the 
Internet and ‘*cloud*’ computing. 

Through its research and development MOSAID has developed an extensive portfolio of significant 
semiconductor intellectual ptoperty and a reputadoo for duign excellence. In the late 1990s, 
MOSAID began licensing its patents and soon signed its first comprehensive patent licensing 
agreement with a major DRAM manufacturer. Since then MOSAID has expanded into licensing 
ocher electronics technologies. A key element of MOSAID’a strategy is to expand its patent 


11 Hmes Poad. Suite 203, Ottawa, Or>!arto, Canada K2K 2X1 
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poitfolio thsoxigh Hcensing paitnctships with patent ownets, acquiting patents from other 
companies, and obtaining patents on MOSAIiys interaallf devdoped technology like MLNAND®. 
Last year MOSAID acquired Core Wirdess, which holds a major portfolio of wirdess patents and 
patent applications or^aHy invented by Nokia, With the Core Wirdess acquisition, MOSAID has 
become a world leader in wirdess patent licensing. MOSAID now has four patent licensing 
ptogiams and has signed patent licensing agreements with over 50 companies that are a 
Who” of leading international electronics companies. 

As I said earlier, a key part of MOSAID’s business is working with companies to license or acquire 
their patents. Particulatly in today’s challenging economy, every company tries to increase the return 
on its investment in its assets. For example, a ccmipany may sell or lease equipment that it no long^ 
uses or is undemtilking. Or it may sell or lease a building that it no longer fuUy occupies. In a 
s imilar way a company may not frilly utilize ks patents. A company’s patents protect inventions 
made with the money it has invested in research and devdopment, and often that investment is in 
the millions or billions of dollars. Whether or not a company uses its own patents, it n^y be able to 
get an additional return on its investment by licensing those patents to other companies that are 
using the patents. 

But for most companies patent licensing is not a core part of their t^erations. For many non-core 
operations, companies will wotk with third-parries who specialize in those operations. To return to 
my earlier example, a manufacturing company may not manage the teal property it owns, but may 
instead have a property-management company han^e those operations. Or it may even sell the teal 
property to a property-management company that then leases the property to the manufacturing 
company, other tenants, or both. This atrangement can beneftt everyone because the manufacturing 
company has turned over an asset to a specialist company that is able to more effectively and 
effidently get a return on the manufacturing company’s investment in that asset. 

MOSAID is an intellectual-property management company, and — much like a real-property 
management company - we specialize in working with companies to effectively and effidcntly get a 
return on their investment in intellectual property, namdy their patents. Wc typically do that by 
buying patents from the company that invested in the research and devdopment and then licensing 
those patents to other companies. We use several business arran^anents, depending on the 
particular circumstances, to provide a frnandai return to the original patent owner, Throtsgh buying 
and licensing patents MOSAID unlocks value for the company (and its owners and employees) that 
otherwise might never be realized. 

licensing and the Economy 

American innovation continued across the centuries and patents have become mcreasingty 
important to the modem economy. Critically, patent licensing has become a force in the U.S. 
economy as manufecturii:^ has declined. According to the international accounting firm Ddoitte & 
Touche, U.S. licensing revenue now exceeds $500 billion per year, up more than 30 rimes its 1990 
levd of only $15 bilhon.^ 


^ Adam Liberman, Demyst^ing Imellecutal Property and Understanding its Relevance to Business in a Globa! 
Emirotmens (May 24, 2007), 
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Today, the importance of licensing in the world economy is particuUrly apparent in the technology 
sector, where a large share of inaportant innovations develop in the United States while a substantial 
amount of manufacturing activities occur overseas.^ As U.S. companies reduce their reliance on U.S. 
manufacturing, the entire U.S. economy becomes increasingly based on innovation. 

Companies whose primary businesses are research, development and the licensing of patents, play 
an increasingly important role in the economy of the United States. Licensing fiftrts provide 
employment for diousands and are a driver of future economic growth. In international trade, the 
United States currently has a negative trade balance in almost every category. Royalties and licensing 
fees, however, are among the largest of Americans trade surpluses. In 2009, the United States had a 
$64.6 billion net balance in royalties and licensing and, since 2003, the United States* net balance in 
royalties and licensing has increased on average 15 percent each year. ^ This data confirms that while 
many U.S. industries have dedined, licensing has increased. 

Licensing businesses like MOSAID provide a critical means for inventors to be rewarded for their 
innovations, even when they lack the means to undertake manufacturing, product development, or a 
licensing prog;ram themselves. One of the touchstones of U.S. patent rights is that they are property 
right - freely transferable by their owner. Investors can transfer their patent rights to firms that will 
undertake a program to exploit those patents, sometimes through manufacturing, but often by 
licensing. TTius, investors can be rewarded for their valuable innovations. Without licensing 
businesses, many investors would have no means to reap any benefit from their inventions. Just as 
stock markets increase efficiency by connecting capital from investors with businesses needing that 
capital, licensing businesses like MOSAID drive the innovation economy by connecting producers 
of goods (both in the United States and around the globe) with intellectual property needed to make 
the most advanced, efficient, and cost effective products. 

This economic engine of growth breaks down; however, if the Ucensing enterprises that acquire 
patent rights cannot meaningfully protect the inventions from unfair competition by infringers. In 
amending Section 337 in 1988, Congress understood that a free market for licensing was critical to 
innovation and that protection of licensing was critical to innovation they supported. MOSAID and 
companies like it benefit from the authority and protection of the ITC. 

The Cisco Grievance 

One of MOSAID’s patent licensing programs relates to network communications. Several years ago 
MOSAID bought a patent portfolio tlmt had been developed by an innovative Israeli company. The 
patents relate to Power-over-Ethemet (PoE) network systems. MOSAID attempted to license these 
patents to Cisco, which has a large PoE business. Instt^d of licensing the patents, Cisco filed a 
lawsuit in federal court alleging that the patents were not valid or not infringed. MOSAID 
responded by filing the ITC proceeding of which Cisco testified. Before filing, MOSAID 
considered all of the elements of an ITC proceeding, including the domestic-industry jurisdictional 


^ See China: Inieilectval Property Infrmgment, Indienous Irmovation Policies, and Frameworks for Measuring the 
Effects on the V.S. Economy, U.S. Intemadonai Trade CtHnmission Inv. No. 332-513, USITC Pub. 4199, at 2-1 to2- 
2 (Nov. 2010). 

^ OECD Stat Extracts, Trade in Service by Calgory of Services, http://stats.oecd.org . 
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requirement, and we concluded MOSAID had a case against Cisco for unfair competition by the 
importation of infringing PoE equipment. In the end, MOSAID and Cisco eventi^y agreed to 
jointly ask die ITC to dismiss the proceeding, which it did. The parries* depute now has returned to 
federal court where Cisco originally riled. 

Cisco*s version of events at last week’s hearing sug^sts that MOSAID should not have been able to 
bring an ITC proceeding because, as the case unfolded, it was not able to meet the domestic- 
industry requirement. That issue never was decided because the parties agreed to dismiss the 
proceeding before any issues were decided on the merits. MOSAID believes it would have been 
able to establish the facts necessary to meet the domestic-industry requirement It should also be 
noted that Cisco could have filed for a summary detennination on the domestic-industry 
requirement and elected not to do so. The ITC’s procedural schedule in the proceeding set forth a 
deadline for filing sumn^ry determination motions and Cisco filed nothing on Uiis issue by the 
prescribed deadline. In addition and contrary to Cisco’s suggestion, MOSAID did not open its 
Texas location simply to gain a litigation advant^e. Instead, MOSAID went to Texas to take 
advantage of the technical talent in the region. Starting with a single Texas-based employee several 
years ago, over 20 % of MOSAID’s employees now are in Texas, and that percentage continues to 
grow. 

Despite Cisco’s unwiflingness to avail itself of the ITC’s existing procedures for challenging 
domestic-industry in the proceeding at issue, Cisco now suggests that that Congress should amend 
the law to narrow the scope of licensiixg activities that qualify for the domestic industry requirement 
Yet, the durability of the existing domestic-industry requirement in is borne out by statistics from 
the Innovation Alliance’s (lA) recent white paper on patent disputes in the ITC, where the lA 
showed, using third-party studies, that only about 15-18% of non-practicing entities that file ITC 
complaints are able to satisfy the domestic industry requirement.^ And according to the ITC’s own 
recently released data, non-practicing entities have filed less than one-fifth of the proceedings and 
have obtained only three exclusion orders since the Supreme Court’s 2006 decision.® Wliile 
Cisco and others have complained long and loud about supposed abuses by non-practicing entities, 
the facts show that under c\atrent law the ITC remains a very challenging venue for a non-practicing 
entity. 

Finally, it should also be noted that the ITC has recently published for comment new rules which 
will, among otiier things, require a more robust pleading requirement for domestic industry. 
According to the FTC, the change “serves to provide the Commission and the public with notice of 
the manner in which the complainant believes it satisfies the requirements of section 337,”® 

On behalf of MOSAID, I appreciate your consideration of this letter and I respectfully ask that it be 
made a part of the hearing record. We look forward to working with your Subcommittee and the 
Members thereof as you continue to closely examine these important issues. Please do not hesitate 
to contact us if you have any questions or need any additional information about MOSAID. 


Iimovation Alliance White Paper, “The ITC and Patent Disputes: Eiforts to Weaken the ITC’s Remedial Authority 
Will Hamper Innovation and Export America Jobs” at 10 (July 17, 2012). 

^ U,S, International Trade Commission, “Facts and TVends Regarding USITC Section 337 Investigations” at 2-3 
(June 18, 2012). 

® Federal Register/ Vol. 77, No. 134 /Thursday, July 12, 2012 /Proposed Rules. Pages 41 120-41132, at 41122. 
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Mr. Chairman, Ranking Member Watt, and Members of the Subcommittee, my name is Bruce 
Lehman. T have been in the practice of intellectual property law and policy for nearly 40 years, 
beginning with my service as counsel to this subcommittee from 1974 to 1983. T served as the 
head of the USPTO for nearly six years, from 1993 to 1999. 1 am no longer in the private 
practice of law and my primary focus is the nonprofit International Intellectual Property Institute 
(TIPI), a think tank and development organization dedicated to the use of intellectual property 
rights as a tool of economic growth and development in all countries of the world. This 
testimony is presented on behalf of Telecommunication Systems, Inc. to which I am a consultant 
and has no relationship to my role at nPI. 


Thank you for allowing me the privilege of sharing with you perspectives on the opportunities 
and challenges surrounding what has been described as “abusive” patent litigation, and the 
impacts on American innovation and jobs. 

My testimony today is on behalf of Telecommunication Systems, Inc. (TCS), based in 
Annapolis, Maryland. TCS provides secure wireless communication technology, and, among 
other services, is a national provider of wireless 9-1-1 services for public safety, law 
enforcement, and homeland security. TCS processes approximately half of all the wireless 9-1-1 
calls made every year providing emergency responders, law enforcement, and homeland security 
agencies with vital 9-1-1 call and location information to help them protect our citizens’ lives 
and property when help is needed most. 

It is a responsibility that TCS does not take lightly, and it is precisely at this critical time - when 
providing innovative 9-1-1 services to its wireless carrier customers - that TCS encounters 
aggressive patent litigators. That unfortunate intersection between America’s safety and security 
and patent litigation is the focus on for my comments, and a prime example of the abusive 
litigation situations that are the focus of this hearing. 
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First, please note that TCS is not “anti-patent” or “anti-licensing.” Just the opposite. TCS has a 
portfolio of approximately 275 domestic and international patents, has over 350 pending patent 
applications. Second, TCS’s success is due, in no small measure, to our nation’s robust 
intellectual property (IP) policies that drive growth in our economy, and enable American 
companies to successfully compete in the domestic and ever-growing global marketplace. TCS 
actively licenses, buys, sells, and otherwise monetizes its’ TP portfolio with many different 
entities - some of whom may be discussed today. 

Also, please keep In mind the pervasiveness of wireless services. As of late 2012, it was 
estimated that there were over 330 million active wireless user connections in the country. 
201 1 Centers for Disease Control and Prevention National Health Intendew Sun'ey estimates 
that one in three households in Americans today live in a household that relies solely on a 
wireless communication device. Of those living in a wireless-only household, over 21 
million are children. With near universal access to mobile phones, it’s no wonder that the 
majority of 9-1-1 calls now originate from mobile devices, and the development of 
Enhanced 9-1-1 (E9-1-1) services, that transmit the caller’s location alongside the 9-1-1 call, 
is of particular value to emergency responders who rely on this location information to 
effectively dispatch assistance. 

However, as responsible guardians of public safety and homeland security, TCS is concerned 
about the impact of a rash of new patent cases by what the Federal Trade Commission has 
termed Patent Assertion Entities, or “PAEs,” claiming that essential federally-mandated 
functions, such as providing E9-1-1 location information or services, infringe their patents. 
In addition to directly impacting wireless carriers and their vendors’ abilities to provide 
these vital public services, TCS is very concerned about the chilling effect such threats will 
have on the development and release of new, advanced technologies needed to provide long- 
awaited and much needed enhancements to existing wireless E9-1-I service capabilities. We 
are confident the Committee will recognize the incredible harm to our citizens and our 
economy that would result from a successful injunction causing a significant disruption to 
existing wireless E9-1-1 services. 
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The FCC's mandatory 9-1-1 requirement highlights a classic intellectual property problem that is 
faced when a government requires private companies to provide a service deemed essential to the 
public. Wireless carriers MUST offer 9-1-1 services, or they cannot obtain and keep their 
wireless spectrum licenses. However, litigation-minded PAEs can use the FCC's rule against 
compliant carriers and their vendors, and attempt to force parties into licensing agreements. 
Wireless carriers are forced into three equally untenable choices; violating the FCC’s rules by 
stopping 9-1-1 service; expensive and protracted defensive litigation; or capitulating to the 
PAE’s claims and unreasonable royalties. This problem is especially vexatious for smaller 
vendors who cannot afford to defend themselves or who must indemnify their carrier customers, 
often facing crippling litigation expenses. 


Fortunately, it is TCS’s understanding that, 28 U.S.C. §1498, provides that when patents (and 
copyrights) are used “by or for the United States. . . the owner’s remedy shall be by action against 
the United States ...for the recovery of his reasonable and entire compensation...” This, in 
effect, permits the federal government to fairly license patents when a regulated company's 
performance under the relevant mandate is factually detennined to be "by or for" the United 
States. TCS believes that §1498 is directly applicable in these PAE cases. 


Many wireless public safety vendors and carriers are poised to bring new and innovative text and 
video public safety and homeland security services to the public as part of what is commonly 
called “Next Generation” 9-1-1 services. Public safety, law enforcement, and homeland security 
all want and need these Next Generation 9-1-1 services. However, without legislation 
establishing §1498 as a method for overcoming potentially crippling E9-1-1 infringement claims, 
vendors and carriers are unwilling, or financially unable, to risk committing to new technologies. 
§1498 not only provides an appropriate remedy that improves government access to location- 
based services by protecting providers from frivolous and burdensome claims when complying 
with federally-mandated requirements, but also preserves the rights of deserving patent holders 
in a manner consistent with federal law. 
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While on its surface this may appear to be a minor problem among the many patent refonn issues 
the Subcommittee aims to address in this bill, left unresolved this problem could result in 
substantial and significant consequences to wireless carriers and their customers who require 
unfettered access to critical technologies in times of emergency. H.R. 845 provides an important 
opportunity for the Committee to address this critical issue. TCS respectfully requests that the 
Committee include language in H.R. 845, the “SHIELD ACT” clarifying that 28 U.S.C. 
§1498 applies to patent infringement claims based on patents alleged to cover the provision of 
federally-mandated E9-1-1 services. Including a provision clarifying that §1498 applies to 
mandated 9-1-1 services would remove a significant barrier to wireless carriers’ abilities to 
provide critical 9-1-1 services today, while ensuring that these carriers and their technology 
providers are not deterred from developing and releasing new advanced technologies 
necessary to improve wireless 9-1-1 emergency response capabilities. 


TCS appreciates this Committee’s attention to this topic, and commends you for advancing the 
dialogue on how we can refine, streamline, and strengthen our nation’s intellectual property 
system to insure that advanced life saving technologies continue to be available to our first 
responders and those that rely upon them in a time of emergency. 

1 thank the Committee for the opportunity to discuss these important issues with you today. 
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Responses to Questions offered by Ranking Member Melvin Watt 

1. Indemnification can serve as a contractual business arrangement for shifting the 
expense of patent litigation but it is not a solution to the unprecedented wave of PAE 
patent assertions against customers and end users. By bringing numerous abusive 
claims against end users and customers, the PAEs are intentionally increasing the costs 
of defense to extort settlements that are unrelated to the merits of their patents. In 
one pending case against Cisco, a PAE sued over 200 downstream entities and 
demanded payouts from approximately 14,000 others who happened to offer WiFi to 
their own customers using equipment supplied by Cisco and other manufacturers. This 
vast proliferation of lawsuits and assertions exploits not only the cost and complexity of 
fighting on so many fronts simultaneously but also uncertainties in the law of damages 
that lead plaintiffs to demand royalties based on the customer's business rather than on 
the equipment that they purchased. Indemnification doesn't address the root causes. 
Instead we need to curb these abusive practices with substantive reforms such as fee 
shifting and allowing manufacturers to step in to defend their customers. No special 
rules are necessary for foreign manufacturers outside the jurisdiction of the courts, as 
other avenues exist to address that issue. 


2. Cisco did not participate in the Kodak patent sale and cannot comment on the specifics 
of that transaction. We want to curb abusive patent litigation practices rather than 
hinder the operation of the patent marketplace including appropriate licensing and 
enforcement. Flowever, when PAEs purchase patents to monetize based on practices 
such as asserting weak patents to collect nuisance settlements, targeting 
unsophisticated end users, and seeking vastly inflated royalties that effectively require 
licensing of patents that the licensee does not have any interest in, or which tie the 
licensure of non-standard essential patents to SEP licensure, that harms the economy 
even if PAEs and sellers profit. The abusive practices we are targeting are never 
constructive. The fact that these patents are apparently considered more valuable in 
hands of PAEs than in the hands of the operating company whose products use the 
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underlying technology demonstrates the potential overvaluation of patents and the fact 
that high transaction costs can lead to distorted outcomes. In addition, \A/hen operating 
companies overpay for patent portfolios, perhaps for competitive reasons related to 
their business, it increases the likelihood that they will engage in abusive tactics to try 
and recoup their investment. 


3. Cisco supports all reforms to deter abusive patent litigation tactics, including judicial 
remedies and legislation that appropriately shift the burdens of asymmetrical patent 
litigation. The SHIELD Act and amending 35 U.S.C. 285 are two possible alternatives. 
We look forward to working with Ranking Member Watt and others to solve the 
problem. 


Response to question offered by Congresswoman Sheila Jackson Lee 

1. Cisco has a robust patent portfolio of almost 10,000 issued U.S. patents, which reflects 
our long-term investment in innovation. Unfortunately, our sizeable portfolio has not 
prevented us or our customers from being targeted by PAEs and we currently have over 
50 PAE lawsuits. A patent does not give its owner the right to practice an invention; it 
only grants the right to exclude others from practicing the invention. In our industry, 
there may be hundreds if not thousands of patents independently developed by many 
entities purporting to cover any given product, each claiming an incremental 
improvement over prior technologies. And there may still be other patents whose 
inventions were originally developed for completely unrelated technologies but whose 
claims have been later stretched by PAEs to "cover"' an accused product. This "patent 
thicket" means that an operating company will invariably be accused of patent 
infringement by third parties, despite having a large portfolio of high quality patents 
based on its own research and development. And unlike a dispute with a competitor, 
we cannot trade licenses to our own patents with a PAE because the PAE does not make 
or sell any real products. 
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Response to Questions for the Record from Janet L. Dhillon, Executive Vice 
President, General Counsel and Corporate Secretary, JCPenney Com- 
pany, Inc. 


United States House of Representatives 
Committee on Judiciary 

Subcommittee on Courts, Intellectual Property and the Internet 
Questions for the Record 
"Abusive Patent Litigation; 

The Impact of American Innovation & Jobs, and Potential Solutions” 

Thursday, March 14, 2013 
11:30am 

2141 Rayburn House Office Building 


Answers to questions offered by Ranking Member Melvin Watt 

1. Why are indemnification policies inadequate to address the increasing lawsuits against 
downstream users of patented technology? 

a. Patent lawsuits have exploded despite indemnification policies being in place. 
Indemnification policies vary hy company, and a patent user's ability to rely on an 
indemnity often depends on the wording of the indemnity and the financial status of the 
indemnitor. What is clear, is the fact that trolls are changing market behavior. In the past 
jcpenney evaluated and purchased products for their capacity to further our growth and 
customer experience. But patent trolls have forced us to alter that business model. We are 
now sometimes forced to look past the small start— up companies because, unlike larger 
companies, they may not have the wherewithal to offer indemnity protection against these 
abusive lawsuits. The PAEs, through frivolous litigation, are hurting small entrepreneurs 
and jcpenney's ability to purchase their products. 

1. What legislative proposals would you recommend to target this specific area of litigation abuse hy 
patent assertion entities or PAEs? 

b. The Committee heard a number of constructive ideas during the hearing that would help 
mitigate the abusive lawsuits filed against retailers like jcpenney. Transparency, fee and 
cost shifting, additional tools for the PTO, changes to the rules of discovery and developing 
an effective manufacturer and supplier stay provision would all be beneficial to retailers. 

1. Should special rules be established for foreign manufacturers who are beyond the jurisdictional 
reach of the U.S. district courts? 

c. If no jurisdiction exists, we are unclear what these special rules would be and how they 
could be made effective. Careful consideration would need to be given to the unintended 
consequences of specific proposed rules. 
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2. Late last year, a group of 12 high profile operating companies together with a much-maligned 
“patent troll" purchased Kodak patents for over $500 million dollars, saving it from bankruptcy. 
News reports Indicated that the “patent troll" will retain ownership of the patents. Under the deal, 
the 12 companies will be Immune from suit on those patents for which they were alleged Infringers 
at the time of the purchase. The purchase undoubtedly saved thousands of jobs, and it insulates 
innovative companies from what would have been viewed as normal litigation had Kodak been 
able to survive without the sales to press its claims. But is also enables a non— practicing entity to 
pursue litigation against other infringers on patents duly acquired from Kodak. In fashioning a 
remedy to the abusive PAE/NPE litigation, should Congress consider how the PAE/NPE acquired 
its patents? Does the PAE/NPE ever play a constructive role within the patent ecosystem in 
acquiring and defending its patents that should be taken into consideration in legislating in this 
space? 

a. Any person or entity has the right to acquire patents. However, Patent Assertion Entities 
(PAE] use these patents not to further technological innovation but to generate wealth for 
the PAE and its financial backers through settlement licenses brought about by litigation. 
The value of the licenses are determined not hy the value of the invention taught in the 
acquired patents hut hy the cost of litigation Itself. The cost of litigation has become the 
proxy for the value of patented invention and this Is destructive to the patent ecosystem. 

As I indicated in my testimony the core of the problem is that PAEs attempt to extend the 
reach of the issued patent far beyond the metes and bounds of what was allowed by the 
PTO. The PTO awards the inventor a narrow Invention, hut long after issuance, most times 
near the end of the life of the patent, the patent is acquired by a PAE who then attempts to 
enforce the patent far beyond the invention taught in the patent. 

For example, we have been sued for displaying product images and having drop down 
menus on our website, activating a gift card at the point of sale, browsing a website on a 
mobile phone or enabling a customer to put her purchases in an electronic shopping bag or 
cart. We have been subjected to multiple claims for providing information regarding our 
store locations to a mobile phone. These patents date hack to the late 80's and early to mid- 
— 90's and all have had multiple owners with minimal or no continuing involvement of the 
actual inventor. 

Defending suits against broadly a.s.serted patents that are 15 to 20 years old is veiy difficult. 
PAEs know the evidence nece.s.sary to invalidate these patents has often been lost due to the 
passage of time, potential witnesses have died or memories have faded, which makes 
reconstructing the prior art and proving the patent invalid almost impossible and extremely 
expensive. And the cost of defense is why so many of these cases settle without a judgment 
on the merits, which means that companies often settle even though no actual infringement 
might have occurred and patent holders are compensated far beyond any incremental value 
of the claimed invention. 

3. Would amending section 285 of the Patent Act to provide Judges greater flexibility in awarding 
fees be an effective tool to curtail abusive patent litigation? 

a. The provision will not operate as a true cost shifting mechanism because the PAEs are 
structured so as to he judgment proof. 
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Answer to the question by Congresswoman Sheila Jackson Lee on behalf of Ranking Member 

Melvin Watt 

1. How can those in the technology sector protect software, create nonobvious inventions that would 
lead to fewer troll lawsuits? Are there other ways to protect software? 

a. jcpenney believes that software should be patentable. The core problem is that PAEs 

attempt to extend the reach of the issued patents far beyond the metes and bounds of what 
was allowed by the PTO. The AIA increased the tools available to the PTO to help mitigate 
this problem hut legislation is needed to stop the current and growing number of 
sophisticated patent trolls who are using these older, questionable patents to sue retailers 
to line their own pockets and those of their investors to the detriment of innovation. 

Answer to the question by Congressman Doug Collins 

1. As you note in your testimony, patent assertion entities do not have underlying businesses to 

protect, and, consequently little in the way of discoverable materials, which makes waging patent 
litigation much cheaper for them than it is for operating companies to defend against it. What sort 
of actions can the Congress take to address these harmful distortions in patent litigation? 

a. The Committee heard a number of constructive ideas during the hearing that would help 
mitigate the abusive lawsuits filed against retailers like jcpenney. To be specific, there are 
three changes in law that would help diminish the litigation abuses perpetrated by patent 
assertion entities: changing the rules of discovery to require PAEs to cover costs incurred to 
produce anything over a core set of documents, developing an effective manufacturer and 
supplier stay provision and changes to Form 18. The.se three provisions coupled with other 
changes contemplated by the Committee would help address the distortions currently 
found in patent litigation. 
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Response to Questions for the Record from John Boswell, 
Senior Vice President and General Counsel, SAS Institute, Inc. 
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May 14, 2013 


Representative Bob Goodlatte 
Chairman 

House Committee on the Judiciary 
2138 Rayburn House Office Building 
Washington, D.C. 20515 

Re: Answers to Follow Up Questions From the Hearing on "Abusive Patent Litigation: The 

Impact on American Innovation & Jobs, and Potential Solutions" 

Dear Chairman Goodlatte, 

Thank you again for the opportunity to appear before your committee to discuss the topic of 
abusive patent litigation, and for the follow up questions relating to that hearing. 1 have 
attached my answers to this letter. 

I appreciate your interest and would be happy to answer any other questions you or other 
members of the committee may have. 


Sincerely 




5. Boswell 

''^Senior Vice President and Chief Legal Officer 
SAS Institute Inc. 


JGB/ltd 

Attachment 


SASiNSTirureiNc. world headquarters 

TEL .1 fltv 677 8000 FAX . 1 919 677 «« 


SAS CAMRUS DRIVE CAHY, IVC S7S13 U.SA 
U.S. SALES: 1 800 727 0025 WWW.SAS.COM 
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Answers of John G. Boswell, 

Senior Vice President, Chief Legal Officer and Corporate Secretary 
SAS 

Questions and Answers for the Record: 

"Abusive Patent Litigation: The Impact on American Innovation & Jobs, and Potential 

Solutions" 


I, Questions Offered by Ranking Meinber Melvin Watt: 

1. Why are indemnification policies inadequate to address the increasing lawsuits 
against downstream users of patented technologyf 

Indemnification policies themselves do not stop the lawsuits from being brought against 
the downstream users in the first place, in addition, for many consumer products, such 
as wireless routers, the consumer has no way to know vvSiether there is an 
indemnification obiigatlon in place or how to engage the process to receive 
indemnification, Evei', assuming that an end user could trigger an indemnification 
obligation, a company like SAS would provide some financial relief to its customers, but 
it >.voLiid not offset the indirect costs to these companies of having to engage In the 
litigation process in the first place. That Is, these agreements do not compensate the 
end users for the amount of time and focus that titeir executives and employees spend 
on the litigation ratiier than on pursuing more productive enterprise objectives-like 
research and cieveiopment, expanding production or enhaiicing sales. 

What legislative proposals would you recommend to target this specific area of 
litigation abuse by patent-assertion-entities or PAEs? 


SAS would support legislative proposals that would permit manufacturers or suppliers in 
the stream of commerce to voluntarily intervene in litigation against its end tiscr 
customers, and to stay the litigation against tlie end users until the primary issues— such 
as validity and enforceability-“have been finally determined. 

Should special rules be established for foreign manufacturers who are beyond the 
jurisdictional reach of the U.S. district courts? 

If the legislalive soliilion is to allow voluntary intervention by manufacturers, if a non LIS 
niaiiut'acturer chose not to (iitervene in patent litigation against end users, the litigation 
against the end users would continue as it does today. If the non US nranufacturer did 
intervene, it would be voluntarily subjecting Itself to tlie jurisdiction of the US court, 
SAS does not believe special rules are needed if the voluntary Intervention solution Is 
enacted. 

Late last year, a group of 12 high profile operating companies together with a much 
niaiigned "patent troll" purchased Kodak patents for over $500 million dollars, sawing 
it from bankruptcy. News reports indicated that the "patent troii" wi!! retain 
ownership of the patents. Under the deal, the 12 companies will be immune from suit 
on those patents for which they were alleged infringers at the time of the purchase. 
The purchase undoubtedly saved thousands of job.s, and it insulate.s innovative 
companies from what would have been viewed as normal litigation had Kodak been 
able to survive without the sale to press its claims. But It also enables a non-practicing 
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Answers of John G. Bosweli, 

Senior Vice President, Chief Legal Officer and Corporate Secretary 
SAS 

Questions and Answers for the Record: 

"Abusive Patent Litigation: The Impact on American Innovation & Jobs, and Potential 

Solutions" 


entity to pursue litigation against other infringers on patents duly acquired by Kodak. 
In fashioning a remedy to the abusive PAE/PJPE litigation, should Congress consider 
how the PAE/NPE acquired its patents? Does the PAE/NPE ever play a constructive 
role within the patent ecosystem in acquiring and defending its patents that should be 
taken into consideration in iegislative in this space? 

!n iTsy view, tiie issue is not who is asserling a patent. The issue is whether the .patent is 
iseing usoti tor coercive or extortionate purposes, and that is realiy reflected in behavior, 
not ownershi]]. For example, will this patent troll purtharting Uie Kodak patents attempt 
to cornmerciniizQ or practice the inventions in the patent portfolio before ntaklng 
demands? \tVill this entity assert the patents against enterprises In the same line of 
business, or will it instead cast as wide a net as pG,ssibk-;, capturing indii.stries that would 
not have reason to know about the technology, much less be aware that they might be 
infringing? Will this entity threaten in Its license demands to run up discovery costs as 
high as possil'le as a means of coercing agreement to those demands? Are end users 
being brought into the litigation? it seems to me much more constructive to review and 
require changes in the abusive behaviors of artyoite litigating .a patent rathei' than 
ckissifyiiig actors within tlic- system. 

3. Would amending Section 285 of the Patent Act to provide judges greater flexibility in 
awarding fees be an effective tool to curtail abusive patent litigation? 

While it may be licipfui and SAS supports this idea as part of ffte solution, it is not 
enough. As I indicated in my testimony, patent trolls file cases in jurisdictions where 
judges are disinclined to award attorney fees. Providing greater discretion to jud.g0s 
who are not using the discretion li'iey cur.i'.ently have does net seem to be particularly 
heipfui. in addition, the mere possibility of an award of attorneys' fees at the conclusion 
of litigation will not deter tire institution of abusive litigation at the outset. The real 
objective of ll'.L'so suits is not to litigate but to extort setllenneiit dollars. It is tlie threat 
qI suit and the threat of incurring large lihg.alion costs, which influences companies to 
settle. Potentially awarding attorney fees after the fact does not change this ciilcislation 
or the economics. Moreover, defendants would still be required to actually litigate, 
which means they would have to bear not just attorneys' fees, but the costs of 
discovery, the costs of collection and review, internal executive lime and potentially 
export costs. While lowering the thro.sho!d for awarding attorneys' fees might help 
victorious defendants recoup some of these costs, it in no way would put them back 
into the position tliey ‘wouid have beeii had they not had to endure the wasteful 
litigation at ail. 


Cuieslioii offered by Congresswoman S.heila Jackson Lee on beltalf of Ranking 
Member Melvin 'Watt 
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Answers of John G, Boswell, 

Senior Vice President, Chief Legal Officer and Corporate Secretary 
SAS 

Questions and Answers for the Record: 

"Abusive Patent Litigation: The Impact on American Innovation <S Jobs, and Potential 

Solutions" 


1. How can those in the technology sector protect software, create nonobvious 
inventions that would lead to fewer troll lawsuits? Are there other ways to protect 
software? 

I.ut me take the second part of Ihe ciuestion first. Software can bo protected by other 
intellectual property regimes, namely copyright and trade secret, it can also be 
protected through contract. There .are real problems, though, w'ilh these alternatives. 
In the case of ti'ade secret, it is hard to argue thtit the underlying functionality of 
software is "secret" once custorners have been using the software for any length of 
time. With respect to contract, there are privily issues relating to enforcement. 
Copyright has been the traditional protection for software and is still effective at 
protecting against copying of the software itself. Since the PTO started granting 
software and business method patents, most software companies have been forced to 
file patent applications on their inventions for defensive purposes even if the company 
never intends to pursue enforcement of its patents. 

On the first question, the best protection against troll lawsuits in the distant future is for 
the USPTO to only grant patents on actual useful inventjori.s that have passed a rigorous 
prior art search. Even if that happesied today and all future patents were iiiiassaiiabie, 
many patents now exist that have broad, poorly defined rnetes and bounds. The 
,imbi,guity that is involved, the lack of certainty as to what irsvention is actually covered 
by the patent, permits the trolls to adapt their apHunients and l.aw.suits to encompass 
widely diver, gent companies, products and claims. The America invents Act wili address 
some of these rchallenges, througli enabling examiners to grant higher quality patents in 
tin; fiist place, and by creating neiv toois to force re-oxnniiiiation of issued patents. 
However, even tliese processes 'will require the expenditure o! significant resources In 
litig.ation and administrative proceedings, Thus, the real answer to both questions is 
that there really is no way now or immediately for techrjoiogy companies to adequately 
protect ttiemselves and it is why ccimpr!n!e.s like SA,f> are searching for iegi.slative ways to 
fundamentally transform the warped incentives now' existent in the patent system. 
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Response to Questions for the Record from C. Graham Gerst, 
Partner, Global IP Law Group, LLC 
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Congressman Bob Goodlane 
Committee on the Judiciary 
2138 Rayburn House Office Building 
Washington. DC 20515-6216 

RE: Responses tu Questions 

Dear Congressman Goodlalte: 

Thank you very much for the opportunity to answer further questions from the Committee on this 
issue so critical to our nation's economic health. My perspective is bom from representing a 
wide range of entities, from some of the world's largest technology companies.to mid-sized 
technology companies, and to individual inventors. As you know from my testimony. I believe 
that our country's strong patent system, including enforceability by all types of enttbes. has 
helped foster the most innovative economy in the world. Dramatic changes put that dynamic at 
risk 

1 sincerely appreciate the opportunity to comment on this subject of extreme national import, and 
I hope my comments are helpful. Thank you again. 



C.Cr«hin C»m 
Bgern9aipl(Lani 

312.241.1S04(pM 

312.241.1S24CIM) 

juKZl.ZOn 


C Graham Gerst 
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Questions from Coagressman Mel Watt 

1. ^Why are indemnirKation policies inadequate to address the iocreasing lawsuits against 
downstream users of patented technology? What legislative proposals would you 
recommend to target thisspedCc area onitigation abuse by patent-assertion entities or 
PAEs? Should special rules be established for foreign manufacturers who are beyond the 
jurisdictional reach of the U3. District Courts?^ 

Suits against downstream users of patented technology do not necessarily constitute 'litigation 
abuse ** There are at least three good reasons why a patent holder, whether PAE or otherwise, 
needs to sue an end user. They include: 

• Certain patent claims (claims on methods, as opposed to apparatuses) often 
are only infringed by the end user, so that is whom the patentee must sue A 
good example is i patent claim on a particular method h>r printing in a 
network. Only t)te end user employs the printer in an actual network: the 
manufacturer just makes the printer. 

• When a product is made and sold abroad but then used in the U.S.. the 
downstream user may be the only entity thot Is subject to U.S. patent law. 

• Sometimes, it is clear that the downstream user is infringing, but there is no 
way to know who manufactured the device the downstream user is using. In 
those cases, the end user is the only one to sue. Phone neOvorks are a good 
example, because they do not typically advertise what type of equipment 
they employ, 

if Congress seeks to eliminate a patentee's ability to assert patents against end users, il risks 
rendering a huge swath of patents in which companies have invested a great deal instantaneously 
worthless. Such a change would also fundamentally alter the entire patent system, from 
prosecution to assertion, creating all sorts of unintended and unanticipated consequences. 

Finally, il would make the U.S. patent system inconsistent with and with weaker protections than 
most, if not all, major patent systems throughout the world. 

Moreover, farther legislation is unnecessary. In many cases, indemnification is an effective way 
to protect downstream users That is particularly true in the case of written conUacts between an 
OEM and the end user. These contracts often Include provisions obligating the supplier to 
indemnify the user. 

Even when there are not written contracts with these Indemnification obligations, however, we 
often see suppliers step in and indemnify their customers for infringement based on allegations of 
practicing an Infringing method or using an infringing apparatus. Indeed, Cisco provides a good 
example. Il has aggressively pursued litigation against an NPE that has been asserting a patent 
against hotels offering WiFi, a maneuver that my fellow panelist, Mark Chandler, discussed. It 
usually makes economic sense for a company that supplies a large number of infringing products 
10 the market to intervene in these circumstances so that its sales will continue. 

For these reasons, indemnificalton by the manufacturer usually is a very effective response to 
PAE/NPE assertions and needs no further legislation to encourage ft. 

The only situation where (his response is less efrecltve is when (he end users are dispersed and 
lack information and the ability to coordinate (heir efforts. But the private sector, not 
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Congressional action, is the best way to remedy Ihls lack of information and coordination. 

Various technology companies already have started to (und such entities, and for very little 
additional investment, those entities could be far more robust. 

Concerning iniemationa) infnngemenL there already is a provision for handling infringement 
abroad followed by importation to the U.S.: 3SU.$.C. § 271(g). which makes the importers liable 
for the InfringemenL and Section 337 actions before the Iniemational Trade Commission provide 
another alternative. Both focus on imponalion, and because importers have the clearest control 
over whether infringing products enter the U.S. markeL they are the best targets. 

2, “Late hsst year, a group of 12 bigh profile operating compaoies together with a much 
maligned “patent troir pnrehased Kodak patents for over S500 million dollars, saving it 
from bankruptcy. News reports indicated that the “patent troll" will retain ownership of 
the patents. Under the deal, the 12 companies will be immune from suit on those patents for 
which they were alleged infringers at the time of the purchase. The purchase undoubtedly 
saved thousands of jobs, and it insulates innovative companies from what would have been 
viewed as normal litigation had Kodak been able to survive without the sale to press its 
claims. But It also enables a noH'practicing entity to pursue liligalioo agaiusl other 
infringers on patents duly acquit^ from Kodak. In fashioning a remedy to the abusive 
PAE/NPE litigation, .should Congress consider bow the PAE/NPE acqnired it patents? Docs 
the PAE/NPE ever play a constnictive role within the patent ecosystem in acquiring and 
defending Hs patents that should be Uken into consideration in legislating in Ihls space?" 

The Kodak transaction illustrates one of the ways that PAEs/NPEs can be beneftcial. The money 
from this patent deal helped keep Kodak operational and saved a great many jobs. 

Another way that PAEs/NPEs are beneficial is that they reward investors in innovative 
companies. Those companies generate patents, and those patents have more value when the 
market has the liquidity that PAEs/NPEs provide. The money returned to these investors then 
goes to support other innovative companies when the investors make new investments. We have 
seen that dynamic in many of our firm's deals 

Finally, some companies invest in technicol development motivated by the knowledge that their 
patents will be valuable. PAEs/NPEs often are the only way for those companies to be rewarded 
for those efforts and innovation, which would not otherwise take place. 

Trying to draft legislation that would identify which transactions are economically beneficial 
would be next to impossible, likely would be circumvented by smart players, and would merely 
create more complexity and perverse incentives. 

3. “Would amending section 285 of the Patent Act to provide judges greater flexibility io 
awarding fees be an efTective tool to curtail abusive patent litigation?" 

“Abusive patent litigation" is unmeritorious lawsuits and pleadings brought to leverage the cost 
of litigation for unwarranted settlements It is a problem that exisu throughout our legal system, 
not just for patents. But the Federal CourU already have sufficient Oexlbilily to handle this 
problem — Federal Rule of Civjl Procedure I l<b); 

Representations to the Court. By presenting to the court a 
piecing, written motion, or other paper — whether by signing, 
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filing, submitting, or later advocating it— an attorney or 
unrepresented party certifies that to the best of the person’s 
knowledge, information, and belief, formed after an inquiry 
reasonable under tiie circumstances: 

( 1 ) it is not being presented for any improper purpose, such as to 
harass, cause unnecessary delay, or needlessly increase the cost 
of litigation; 

(2) the claims, defenses, and other legal contentions are 
warranted by existing law or by a nonfiivolous argument for 
extending, modifying, or reversing existing law or for 
establishing new law; 

f3) ihe factual contentions have evidentiary support or, if 
specifically so identified, will likely have evidentiary support 
after a reasonable opportunity for further investigation or 
discovery; and 

( 4 ) the dentals of factual contentions are warranted on Ihe 
evidence or, if specifically so identified, are reasonably based on 
belief or a lack of information- 

Courts, however, do not often exercise these powers. Tite question is why, because if we do not 
know, it is unlikely that any new powers or authority would have the desired effect. 

The greatest problem judges face in determining whether sanctions are appropriate is that most of 
Ihe unmeritoriotts cases get settled very rapidly, before the judge has time to evaluate the case and 
make a substantive determination of its merits. Additional discretion specific to patent cases 
would not address this issue and therefore would be Ineffective 

Again, better coordination among multiple defendants is the cure for this problem. Only when 
multiple defendants pool resources will they lake litigation to the point where the judge may 
address the merits. And it is at that point that the unmeriiorious nature of the lawsuits will 
become apparent 

It is unportani to understand that the lactic of suing a large number of targets with bogus claims 
only bmame common over the last several years. Industry is still looking for effective ways to 
combat (his issue, but there are numerous innovative ideas, including patent litigation insurance, 
that are being explored. The market should be given more lime to respond to this tactic. And. Ihe 
AlA's new post-grant review procedures should be given more time to work as well, because (hey 
provide a far less expensive avenue for challenging patents. 

Finally, it is not just PAEs/NPHs that make unineritorious claims. Defendants often raise 
defenses that tack merit. The defense of inequitable conduct is particularly noteworthy - an 
allegation of lawyers committing actual fraud on the patent office that is asserted often, and often 
recklessly. The Federal Circuit has noted this tendency and has revised legal doctrine concerning 
(hat defense to make It more difficult to assert. And this change provides another example of how 
(he patent system has evolved to handle a problem without the need for additional legislation. 
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Qac.stkm5 from Congretswoman Sheila Jackson Lee 

**llow can (hose io (he (echoology sector pro(ect software, creat(iDg| nooobvious inventions 
that would lead to fewer trod lawsuits? Are (here other ways to protect software?** 

A strong patent system is the best way lo protect innovation in software. Our patent system 
historically has been the strongest in the world. And. consequently, we have more innovation in 
software in the U.S. than anywhere else in the world. Indeed, the fast ten years of building 
concern over potent assertions has also coincided with an e^iplosion of development in software, 
which suggests that these potent assertions have not been the problem for innovation some assert. 
And Europe lacks a vibrant software-development industry in p^ because its patent system does 
not protect software. 

With respect to “troll lawsuits,** there is a definitional problem. What is a troll lawsuit? Is it 
simply t lawsuit brought by an entity not practicing the patented technology? If so, there are a lot 
of Universities and large public and private companies that qualify as trolls. If we carve them out 
of the definition or*‘troil.'' what Is the economic justification for doing so? 

If instead we use the definition of “troll" from the current draft Of the SHIELD Act. that 
definition exempts inventors, suggesting a desire to allow inventors to profit from their 
innovation. But inventors often lack the means and knowledge lo effectively enforce their patent 
rights. Preveming them from selling those rights to others better positioned to do so will make it 
impossible for many of these inventors to obtain any recovery for their hard work and invention. 

The real issue is patent quality in the software space The patent office needs to serve as a more 
efTcctive gatekeeper, only granting patents for true inventions. The operation of that government 
agency is the most appropriate focus of Congress’s anention 


Questions from Congressman Doug Collins 

I. “In your testimony, you acknowledge that “suits of no or negligible merit brought to 
leverage the high costs of patent litigation for a nuisance-level sel(lcrocDL..are a problem 
and are economically harmful,** and that (he problem is “worse in the patent area.** Doesn’t 
the four-fold rise in patent assertion entity litigation since 2005 - it now accounts for 61 % 
of all patent litigation in the U.S. — indicate (hat the courts are being taken advantage of by 
these types of entiljes?“ 

To answer your question, it is important to understand that the increase in these lawsuits does not 
demonstrate increased Patent Assertion Entity C'PAE*’) activity. The America Invents Act 
("AIA") eliminated the longstanding practice of allowing a patentee to sue multiple defendanis 
for infnngemenl of the same patents in a single Inwsuit. So what once showed up in the data as a 
single lawsuit now appears as multiple lawsuits without any additional activity. 

A betuer gage of PAE activity is the number of companies that have been named as defendants in 
suits brought by PAEs.and which is shrinking. The number of companies sued by PAEs in 2012 
was actually lower than in the two preceding years and shrank by almost twenty percent from the 
prior year (from 2963 in 201 1 to 2465 in 2012. http://wwwjpiicorp.com/indcxcfm7pageida45>. 
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Regardless of the level of activiT> , your question asks whether the PAEs are taking advantage of 
our legal system. Taking advantage means bringing unmeritonous suits for nuisance settlement 
value. But a suit brought by a PAE is not inherently unmeritonous. 

Are some PAEa taking advantage of the legal system? Undoubtedly, yes But there are also 
operating companies taking advantage of the system. The focus needs to be on the behavior, not 
the nature of the entities seeking to pursue legal claims. 

2 . ^Your testimony notes a mantra often repeated by patent assertion entities that they 
provide *‘a mechanism to reward innovators*' by gcncratiog revenues on tbeir behalf. How 
do you respond to studies tike the recent one from scholars Bes.ven •& Meurer showing that 
no more than 26% of patent assertion entity licensing revenue fdters down to the actual 
inventors? Or, relalediy, to the point that many startups are more often victims of patent 
trolling than they are benenciaries?" 

Your inquiry raises one of my biggest concerns with the substance of the current patent debate— 
so much of ihe discussion is based on misinfomiaiion and shoddy studies. The Bessen & Meurer 
piece IS actually just a blog post that looks at only ten puhlicty-iraded PAEs. So it is an eatremely 
small sample, and one that is not representative of the universe of PAEs. And white I have not 
analyzed the public filings myself, I have heard quesLoos from the academic community about 
this and other analyses by Bessen & Meurer. 

Of course, inventors that sell to PAEs gel only a portion of (he return from enforcement, but the 
real question is compared to what. Inventors working for operaung companies typically get no 
recovery whatsoever when their patents are enforced. And the operaung companies themselves 
do not get 100% of the return. They need to pay lawyers and experts. And those operating 
companies take on all the risk in those circumstances, whereas inventors who sell to PAEs usually 
get some money up-front, nsk-free. Finally, if the concern really is for (he inventors, getting rid 
of PAEs would diminish inentors ability to profit fomr their inventions dramaitcally 

The fact is that most inventors are not well-positioned to assert their patent nghis. They arc not 
experts in the legal system. They often lack funding to hire lawyers and expert witnesses. a$ well 
as contacts of sufficient quality to compete with those hired by larger companies. PAEs arc more 
efficient and better positioned to enforce patent rights. In an era of increased economic 
specialization, it is not surprising that we see more of these types of emiues. 
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Response to Questions for the Reeord from Philip S. Johnson, 
Chief Intellectual Property Counsel, Johnson & Johnson 
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Questions offered by ranking member Melvin Watt 

1. [a] Why are indemnification policies inadequate to address the increasing lawsuits 
against downstream users of patented technologies? 

Answer: Indemnification statutes, such as the Uniform Commercial Code, establish 
default indemnifications where the parties do not agree otherwise. Where the parties 
have not agreed to the contrary, products supplied by a manufacturer normally carry with 
them an implied indemnification against patent infringement of patents in existence at 
the time of the sale. However, where the supplier is providing products pursuant to the 
customer’s specifications, the customer does not normally enjoy such an 
indemnification. 

The situation becomes more complicated when the manufacturer is supplying only a 
component of a system, and where that system, or the method of its use, is the object of 
a third party’s claim of patent infringement. Under these circumstances, manufacturers 
of major components of a system may nonetheless undertake the defense of a case as 
a service to their customers and/or to protect their markets, even though it may not be 
clear that they are obligated to indemnify their customer under the system or method 
patents asserted. 

There are circumstances where patentees have no choice but to litigate with large 
numbers of end users, as for example when they are individually infringing a given 
patent. In other instances, the most efficient resolution would be proceed with a single 
litigation with the supplier or manufacturer of the involved product or service. While 
precedent has evolved favoring stays of customer patent infringement suits, application 
of the stay doctrine to such suits is not uniform, and some courts have been reluctant to 
stay customer suits.' 

The Coalition for 2 ^^ Century Patent Reform (“21C”) believes that public policy should 
favor moving forward with suits involving manufacturers and suppliers who elect to 
assume the defense of patent infringement suits, while staying suits against 
customers/end users who consent to be bound by the outcomes of pending 
manufacturer/supplier suits. Manufacturers and suppliers are usually more familiar with 
the technical details of the products involved and may be more familiar with prior art that 
might invalidate the asserted patent. They usually have a greater interest in the 
outcome of the litigation, and are more likely to have the resources needed to mount 
reasonable defenses. The interests of judicial economy also favor the resolution of 
controlling infringement and validity issues in a single court proceeding. 


1 IL 
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1. [b] What legislative proposals would you recommend to target this specific area of 
litigation abuse by patent- assertion-entities or PAEs? 

Answer: Some patent owners - most notably certain patent assertion entities (“PAEs”) 
that acquire patents solely for the purpose of asserting them in litigation - have been 
criticized for engaging in the practice of filing infringement suits against large numbers of 
customers, retailers or end users, rather than the manufacturer or primary supplier of the 
product alleged to infringe. Such suits are often brought to force settlements based less 
on the merits of the case than on the avoidance of the cost of a successful defense, 
because individual customer or end user defendants cannot normally justify spending 
more on a defense than the cost of an available settlement. 

Under current law. the stay of a customer suit pending resolution of an action brought by 
or against the manufacturer of the accused product is not automatic, but rather is left to 
the discretion of the district court. Unfortunately, some district courts decline to exercise 
such discretion, thus attracting a disproportionate number of infringement suits brought 
against customers or end users in those districts. 

21C believes that a manufacturer or supplier should be given the right to intervene in 
actions against customers or end users, or to proceed in a separate action against the 
patent owner. Customers or end users who have been sued should have the option, if 
they agree to be bound by the outcome, to have the actions against them stayed 
pending the outcome of the infringement suit between the patent owner and the 
manufacturer or supplier. This right to stay customer/end user suits would curtail the 
practice of filing such suits to coerce settlements and would promote resolution of patent 
disputes between the parties in the best position to litigate the merits of the case: the 
patent owner and the manufacturers or suppliers of the products accused of 
infringement. 

Some proposals to curb patent infringement litigation brought against customers or end 
users go further, proposing that customers or end users should enjoy immunity 
altogether from patent infringement suits. 21C believes that such proposals go too far. 
Rather than providing blanket immunity for customer or end users, 21 C believes that a 
procedural remedy - the right to stay cases against customers or end users - strikes the 
appropriate balance between curbing abusive litigation practices and ensuring that 
patent enforcement is not unduly restricted. In some circumstances, legitimate 
infringement claims may arise against customers or end users; for example, where the 
manufacturer has supplied the product in accordance with the customer's specifications, 
or where the supply agreement places the risk of infringement liability on the customer or 
end user. Likewise, legitimate infringement claims may arise from acts beyond the mere 
use of the manufacturer’s product as intended; for example, the patented invention may 
be directed to the method of using a product, or to a system created when a product is 
combined with other components. For such inventions, it may be that litigation between 
the patent owner and the manufacturer will not resolve all infringement issues. In such 
cases, it may be appropriate to lift the stay following adjudication between the patent 
owner and manufacturer to allow a customer or user suit to proceed. 
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Moreover, carving out a new immunity that wouid aliow certain parties to practice the 
patent rights of others without incurring any infringement iiabiiity runs the risk of 
unintended consequences. For exampie, would-be infringers might game the system to 
take advantage of such immunity. A manufacturer couid stop just short of soiling an 
infringing product so that an end-user customer, if immune from infringement, couid 
complete the assembly of what would otherwise be an infringing device. An end user 
stay, rather than immunity, avoids such unintended consequences and balances the 
interests of deterring suits against end users, on one hand, against ensuring that 
patented inventions directed toward end uses are not made valueless, on the other 
hand. 

Finally, another important safeguard is provided by making intervention by a 
manufacturer or supplier voluntary, as it would not be appropriate in all cases. Because 
infringement allegations may involve multiple potentially responsible parties or real 
parties in interest, intervention may not be practical in multi-supplier markets with non- 
linear supply chains. Moreover, voluntary intervention would ensure that this proposal 
does not have the unintended consequence of impacting contractual obligations that 
may exist between suppliers and purchasers and that may allocate the risks of 
infringement or the costs of defending against infringement allegations. But when a 
manufacturer or supplier wishes to step in, it would have the principal right to defend its 
product against infringement accusations, rather than being made to stand on the 
sidelines as large numbers of nuisance settlements are forced upon its customers. 

In my original testimony, I cited stay language that was originally proposed during 
consideration of the America Invents Act, but acknowledged that further work was 
needed on this provision to respond to issues raised by some stakeholders. In the 
meantime, 21 C has worked to develop the following language, which is intended to 
address the issues raised, while fairly balance the legitimate interests of all stakeholders: 

STAYS OF ACTIONS AGAINST NON-MANUFACTURING PARTIES IN PATENT 
CASES - 

In any civil action arising under any Act of Congress relating to patents — 

(a) The court shall grant a motion to intervene as a party-defendant or counterclaim- 
defendant brought by the manufacturer or supplier of a product alleged to infringe the 
patent or patents in dispute, or a system or components that implement a process 
alleged to infringe the patent or patents in dispute, provided that such motion to 
intervene is brought within 60 days of service of the civil action. 

(b) Provided that the manufacturer or supplier of a product alleged to infringe the 
patent or patents in dispute, or of a system or components that implement a process 
alleged to infringe the patent or patents in dispute, is a party to the civil action, the 
court shall grant a motion to stay the action against any other party accused of 
infringing the patent or patents in dispute solely by being a customer or end user of 
the product alleged to infringe the patent or patents in dispute, or of the system or 
components that implement the process alleged to infringe the patent or patents in 
dispute, provided that - 

(i) such stay of the action applies only to those patents in dispute, and 
only to those products, systems or components accused of 
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infringement, for which any party against whom the action is to be 
stayed agrees to be bound by any judgment or finding on any issue 
of fact or iaw in the civii action; and 

(ii) such motion to stay is brought within 60 days of service of the civii 
action. 

(c) Provided the manufacturer or suppiier of a product aiieged to infringe the patent 
or patents in dispute, or of a system or components that impiement a process 
aiieged to infringe the patent or patents in dispute, is aiso a party to another 
deciaratory judgment or infringement action invoiving the same product aiieged to 
infringe the same patent or patents in dispute, or the same system or components 
that impiement the same process aiieged to infringe the same patent or patents in 
dispute, the court shaii grant a motion to stay the action against any party accused 
of infringing the patent or patents in dispute by reason of being customers or end 
users of the product aiieged to infringe the patent or patents in dispute, or of the 
system or components that impiement the process aiieged to infringe the patent or 
patents in dispute, provided that - 

(i) such stay of the action appiies oniy to those patents in dispute, and 
oniy to those products, systems or components accused of 
infringement, for which any party against whom the action is to be 
stayed agrees to be bound by any judgment or finding on any issue 
of fact or iaw in the separate deciaratory judgment or infringement 
action; and 

(ii) such motion to stay is brought within 60 days of service of the civii 
action. 


(d) For purposes of this Section, the terms “customer” and “end-user" shaii not 
appiy to any person or persons who - 

(i) Modify a product, system or component accused of infringement 
except in accordance with the manufacturer’s or suppiier’s instructed 
or intended use; 

(ii) Combine or use a product, system or component accused of 
infringement with any other product, system or component, except in 
accordance with the manufacturer's or suppiier’s instructed or 
intended use; 

(iii) Engage in manufacture, design or deveiopment of the product, 
system or component accused of infringement; or 

(iv) Receive compensation from another person or entity to use the 
product, system or component accused of infringement for the 
benefit of the other person or entity’s customers. 

1. [c] Should special rules be established for foreign manufacturers who are beyond the 
Jurisdictional reach of the US district courts? 

Answer: Our coaiition does not beiieve that additionai iegisiation relating to foreign 
manufacturers is warranted at this time. We do support maintenance of the existing 
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framework where parties can seek exclusion orders from the International Trade 
Commission (“ITC”). The possibility that such exclusion orders could be sought or obtained 
with respect to foreign manufactured products or components serves as a strong incentive 
to manufacturers to manufacture their products within the United States. Accordingly, as 
our Steering Committee member, Kevin Rhodes, testified in a recent hearing before you on 
the subject of the ITC, we support maintenance of the existing rights and remedies available 
before and from the ITC, and urge that they not be relaxed, lest existing U.S. manufacturers 
be encouraged to move their manufacturing to foreign jurisdictions. 

2. Late last year, a group of 12 high profile operating companies together with a much 
maligned “patent troll” purchased Kodak patents for over $500 million, saving it from 
bankruptcy. News reports Indicated that the “patent troll” will retain ownership of the 
patents. Under the deal, the 12 companies will be immune from suit on those patents 
for which they were alleged infringers at the time of the purchase. The purchase 
undoubtedly saved thousands of Jobs, and It Insulates Innovative companies from 
what would have been viewed as normal litigation had Kodak been able to survive 
without the sale to press its claims. But it also enables a practicing entity to pursue 
litigation against other infringers on patents duly acquired from Kodak. In fashioning 
a remedy to the abusive PAE/NPE litigation, should Congress consider how the 
PAE/NPE acquired is patents? Does the PAE/NPE ever play a constructive role 
within the patent ecosystem In acquiring and defending Its patents that should be 
taken into consideration in legislating in the space? 


Answer: As technology has become more complex, research and development 
activities have become more specialized and segmented, meaning that products that 
integrate those technologies now often combine technologies originating from a variety 
of different sources. Accordingly, today's products often feature improvements that 
stem from the contributions of many different inventors, often originating from more than 
one R&D organization. 

Our society benefits from transferability of patent rights, whether by outright transfer or 
by license, as this increases the diversity and availability of patented embodiments of 
new inventions, while allowing persons and entities involved in the development and 
supply chain to specialize in doing what they do best. 

Traditionally, most patent rights transfers were accomplished through private sales, 
licensing or other forms of private transactions entered between the originators and 
those wishing to develop and/or commercialize the patented technologies. While patent 
management and agency organizations often assisted in this process, these 
organizations rarely acquired the rights to be transferred, instead deriving their revenue 
from service fees, commissions, revenue sharing, or blends thereof. 
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More recently a variety of new business modeis have been developed that specialize in 
investing in patented inventions made by others. These new business organizations 
typically acquire the rights to new technologies by buying patent rights, acquiring control 
of patent rights, by exchanging rights in some patents in return for licenses under others 
(“patent pooling"), or blends thereof. These new models thus serve as vehicles that 
attract capital (whether as cash or as intellectual property assets) while providing 
markets for patented technologies, thereby allowing its originators to be compensated 
for their creations without having to directly engage in licensing and/or enforcement 
activities. 

Some of these entities are formed by consortia of competitors within an industry sector 
who wish to expand the availability of patent rights to their members, others as a result 
of voluntary or forced contributions of “stranded technologies" whose viabilities have 
outlasted the businesses from which they originated, and still others by more traditional 
“middle men” whose goal is to “buy low and sell high," thereby maximizing the revenue 
obtained from the patents they have acquired or to which they have gained control. 

These new business organizations fall into a larger category of entities referred to as 
“non-practicing entities” (“NPEs”), i.e., entities such as universities and research 
institutes and companies that are in the business of creating innovative new 
technologies but which do not engage in the manufacture and marketing of their 
inventions. Most NPEs seek to have the fruits of their research commercialized through 
the licensing of sale of their patents, resorting to litigation only as a choice of last resort. 
The business model of a few of these NPEs is built around the practice of asserting in 
court the patents they have acquired to extract nuisance settlements from large numbers 
of defendants with little or no regard for either the validity of the patents asserted or 
whether the defendants' products or processes actually infringe the asserted patents. 
This subset of new business organizations is often referred to as “patent assertion 
entities" or “PAEs.” 

21C does not believe that how an entity acquires patent rights should be the focus of 
remedial legislation intended to address abusive patent litigation behavior. Freely 
transferable patent rights are fundamental to achieving the objectives of the patent 
system. Inventors who are not in a position to manufacture their inventions, or choose 
not to do so, should not be deprived of the value of their patents. Entities that aid in the 
commercialization of inventions by licensing them to others benefit society and do play a 
constructive role in furthering the objectives of the patent system. The focus should be 
on preventing abusive litigation behavior, whether undertaken by a practicing or non- 
practicing entity, patentee or defendant, or any other litigant. 

3. Would amending section 285 of the Patent Act to provide Judges greater flexibility in 
awarding fees be an effective tool to curtail abusive patent litigation? 
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Answer: Yes. As also indicated in my prior testimony, the Coalition for 21st Century 
Patent Reform believes that properly focused fee shifting could help curb litigation 
abuse. While 35 U.S.C § 285 currently empowers district courts to award attorneys’ fees 
to prevailing parties in “exceptional” cases, we believe that it is too rarely invoked to 
effectively deter the assertion of specious positions by litigants. Our Coalition has 
therefore advocated for a relaxation of the “exceptional” case standard. 

Specifically, we believe that section 285 should be amended to mandate the award of 
attorney’s fees to prevailing parties, unless the court finds the losing party’s position to 
be “substantially justified” or that special circumstances exist that would make the fee 
award unjust. Such an amendment to section 285 would not focus on NPEs or PAEs, 
but would rather discourage assertions of non-meritohous claims or defenses by any 
party in a patent litigation. The key is balance - such assertions should be no more 
acceptable by an accused infringer than by a patent owner, and no more acceptable by 
a practicing patent owner than by an NPE or PAE. 

Question Offered by Congresswoman Sheila Jackson Lee 
On Behalf of Ranking Member Melvin Watt 

1. How can those in the technology sector protect software, create nonobvious 
inventions that would lead to fewer troll lawsuits? Are there other ways to protect 
software? 

Answer: The expression embodied in a computer program can be protected by 
copyright. The ideas, systems, and methods embodied in such expression when 
incorporated into a product or process may fall within the province of the patent laws, but 
the extent to which this provides protection has been the subject of extensive review by 
the U.S. Supreme Court, recently in Mayo Collaborative Serve, v. Prometheus Labs., 

Inc., 132 S. Ct. 1289 (2012). See also, CLS Bank International v. Alice Corp., 

F.3^ , decided May 10, 2013 (Fed. Cir., 2013). 

Irrespective of how software is protected, however, curtailing abusive patent litigation - 
especially specious patent infringement assertions made by entities for the purpose of 
coercing a monetary settlement for less than the cost of defending a lawsuit - ultimately 
rests with the courts with assistance from the Congress. Indeed, Congress has been 
active on this front with the establishment of the Patent Court Pilot Program to more 
expeditiously resolve patent cases and with the passage of the AIA that added a new 
section 299 to title 35 precluding the joinder of accused infringers based solely on the 
allegation that they have infringed the same patent. 

The Coalition for 21st Century Patent Reform has supported additional proposals that 
we believe will reduce abusive patent litigation, including fee shifting to discourage non- 
meritorious patent infringement assertions and stays of patent actions against customers 
where the manufacturer of the product in question intervenes as a defendant or DJ 
plaintiff. In addition, the Advisory Committee on Civil Rules recently proposed 
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amendments to the Federal Rules of Civil Procedure to inject greater proportionality into 
discovery generally, and the Advisory Council of the Federal Circuit is expected to issue 
model orders to curb abusive patent litigation later this year. 

Collectively, we believe these initiatives will help curtail abusive patent litigation. 
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Response to Questions for the Reeord from Dana Rao, 

Viee President of Intelleetual Property and Litigation, Adobe Systems 


Questions Offered by Ranking Member Melvin Watt 

1 . Why are indemnification policies inadequate to address the increasing lawsuits against 
downstream users of patented technology? What legislative proposals would you 
recommend to target this specific area of litigation abuse by patent-assertion-entities or 
PAEs? Should special rules be established for foreign manufacturers who are beyond the 
jurisdictional reach of the U.S district courts? 

My company has a long-standing practice of standing behind our products, including 
with respect to intellectual property claims When patent infringement issues arise, we 
stand film in our commitments to our customers. Including, as needed, for litigation 
assertions where our product is involved Our Indemnificalion relationships with our 
customers are based on mutually agreed provisions as provided in our contracts, 
where we have balanced the risk and value of the indemnification as one of a number 
ol issues in the contract Generally, customer-lawsuit issues should be addressed 
through the privately-negotiated indemnification provisions such as the ones Adobe 
enters into with its customers This also would address the issues associated with 
foreign manufacturers who enter their own enforceable contracts with their 
customers We do not believe it is appropriate for those indemnification rights to be 
set out by statute, as it would be difficult to come up with a "one size fits air solution 
for the vanety of circumstances that would apply between suppliers and customers 
However, when we do seek to intervene on behalf of our customer, we are having 
difficulty with the reluctance of our courts to allow us to Intervene and seek stays The 
PAEs do not want us involved in these cases because they are looking for nuisance 
settlements from dozens of customers if we are able to intervene in a case on behalf 
of our customer, they know they will face a more vigorous defense, as we are familiar 
with the accused technology and the poor art Therefore, they typically oppose our 
motions to Intervene in cases We believe that Congress can address this problem by 
allowing manufacturers to have automatic slays when they have decided to intervene 
based on their contracts In addition, we believe Congress should also require courts 
to grant the motions to intervene by manufacturer/suppliers more readily than they 
have been doing currently Specifically, we believe that motions to intervene by 
manufactuier/suppliers should be granted absent exceptional circumstances as long 
as a material pari of their product is part of the accused infringement In addition we 
believe that if the manufacturer/supplier requests a slay, the court should grant it if 
they are supplying a matenal part of the product is pan of the accused infringement 
unless the customer disagrees or there are exceptional circumstances Both of those 
proposals would significantly Improve our ability to address the PAE customer suit 
problem. 

However, solving who contests the threat does not ultimately address the overall issue 
that these suits are about furthering a business model where patent suits are filed in 
hopes of getting a quick settlement (from whoever) based on the cost of defense 
rather than on the ments of the patents themselves Given that dynamic, the best 
way to address this problem is to cure the asymmetry in incentives that are creating 
the suits in the first place 


2. Late last year, a group of 12 high profile operating companies together with a much 
maligned "patent troll" purchased Kodak patents for over S500 million dollars, saving it 
from bankruptcy. News reports Indicated that the "patent trotl" will retain ownership of the 
patents. Under the deal, the 12 companies will be immune from suit on those patents for 
which they were alleged infringers at the time of the purchase. The purchase 
undoubtedly saved thousands of Jobs, and it insulates innovative companies from what 
would have been viewed as normal litigation had Kodak been able to survive without the 
sale to press its claims. But it also enables a non-practicing entKy to pursue litigation 
against other Infringers on patents duly acquired from Kodak. In fashioning a remedy to 
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the abusive PABNPE litigation, should Congress consider how the PAE/NPE acquired 
Hs patents? Does the PAEVNPE ever play a constructive role within the patent ecosystem 
in acquiring and defending its patents that should be taken Into consideration in legislating 
in this space? 

Kodak without question has been a hugely innovative company lor over a hundred years 
There is nothing wrong with a company like Kodak, when it hits a rough spot in its business, 
using its assets, including patents, to raise monies to keep the business going These 
patents, many of which were software patents, repiesent genuine innovation from yeais of 
research and development. There is no surprise that twelve companies (including Adobe) 
agreed to form a consortium to take advantage of these patented innovations Adobe 
believes that patents serve a useful economic purpose, and this is an example of a true 
innovator being rewarded for their innovations. In this particulai example, a PAE 
participated to facilitate the transaction. However, the role of the PAE was not material to 
the driving forces behind doing this deal The main reason Adobe participated In this 
transaction was to license these Innovations, and Adobe continues to respect the true 
innovations of others, and their intellectual properly rights. However, we have a problem 
today where PAEs have built a business model from prohteenng fiom low quality patents by 
taking advantage of the costs inherent In our litigation system That type of activity should 
not be tolerated and we are asking Congress to help us address those concerns Given 
the prevalence of such activity by the PAEs. it is not clear to us that there is a sufficienl 
case to be made on the pro-PAE side to justify granting them any exceptions for whatever 
contributions they may claim to be providing to society In most cases it a patent holder 
has a genuine innovation, as Kodak has. they will be rewarded by the companies that need 
access to those innovations. 

2. Would amending section 285 of the Patent Act to provide judges greater flexibility in 
awarding fees be an effective tool to curtail abusive patent litigation?. 

Yes We believe this is one way to help recalibrate the asymmetries in costs 
associated with NPE patent litigation Sending a message to NPEs that it is 
inappropriate and potentially cosily for them to engage in disaiplive llt'igalion tactics will 
help deter such behavior Today, the courts will very rarely award costs against a 
patent holder because of the ‘exceptional case' standard We should eliminate the 
‘exceptional case' standard and allow the courts more flexibility in shifting fees. 

Elimination of that standard , oi . better, reversing the burden to the plaintiff, would send 
a strong signal to the courts that their cunent standard for fee shifting is loo high. In 
addition. II shows the courts that they have an important role to play In deciding 
whether a patent case Is an attempt to take advantage of the judicial system to 
squeeze nuisance fees out of a defendant or whether the patent case was the product 
of a legitimate attempt to access the courts to redress an economic injury to a plaintitTs 
intellectual property rights The judiciary Is in an excellent position lo decide, but they 
need a proper statute to give them guidance on how to make those decisions. There 
are also many othei approaches to address this problem including shifting fees for 
behavior, i.e .. for excessive discovery requesis. or if the plaintiff is accepting 
settlements for amounts that are orders of magnitude lower than what they are 
demanding in their case (showing a clear nuisance-litigation business model): shifting 
lees based on actor-type, i.e.. if a plaintiff is a non-practiang entity of a certain type; or 
even a hybrid approach, if the plaintiff is a non-practicing entity that is repeatedly using 
Ihe judicial system with different patents in different suits to extract nuisance lee 
settlements Any of those factors could also be used lo either determine that fees 
should be shifted or as factors for a court to consider when making its determination 


Question Offered by Congresswoman Sheila Jackson Lee 
On Behalf of Ranking Member Melvin Watt 


1. How can those In the technology sector protect software, create nonobvious inventions 
that would lead to fewer troll lawsuits? Are there other ways lo protect software'* 
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Wc llimk our pnlcni and cop\ right laws pra\ idc sound and oppropnalc protection Tor 
soAwnre. Those laws sliould continue to be supported as intellcetual propert> protection is 
vets important to maintain the thri\ ing software ccouoms we have had over the last thirtv 
vears As noted in m> testimony , we can improve patent quality . and impioving patent 
quality is a key to reducing frivolous litigation The AIA has made substantial steps in this 
direction Wc bclicv c that the PTO should continue to be funded with its own fees to allow 
It to invest in its examination corp If wc do not have siilTicicnl examiners examining our 
patents, wc will be creating more and more patent troll opportunities from improvidcntly 
granted patents. In addition, we believe that the PTO should continue its quality 
improvement programs and its roundtables whcic it is seeking advice from its user 
community on how to improv c the quality of all patents Tlicsc processes are generating 
good ideas and wc encourage the PTO to contimic to work with us to help define the next 
steps in unproving the examination sy stem Wc support die AlA's post grant provisions, but 
we do believe tliat for the reviews lobe cffcetive. wc need to amend the AIA to ensure that a 
potential defendant is not giv nig up loo much llirougli estoppel prov isions If estoppel is 
applied too broadly . dcfcndaiiis will not use the post-grant procedures and this miportaiil 
aspect of the AIA w ill be uiidcnilili/ed. 

Wc believe the solutions to the NPE problem, m addition to improv ing quality . entails 
finding way s to diminish die opportunism associated vv ith the w mdfnil selllcmcnls and the 
asymmetries in costs that arc part of our current patent litigation system Much of that 
rosponsibility falls on courts The law gives them the discretion to tailor discovery , make 
early rulings on patentability . aw aid costs as appropnatc. and a require tnilh and 
forthnghtness in the claims mode in suits. But not oflcn enough, do judges exercise these 
povvcR One very important step Cottgress could take is to ensure judges use the powers to 
prevent abuse they already have 
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